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Cover Theme Statement

VALUIE: For our customers, we must provide value in our products and services so they choose us to be their bank. Our community
must find value in our presence and our contributions as a responsible corporate citizen. To our employees, we must offer value within
our corporate culture so that we attract and retain quality individuals. Our shareholders must find value and satisfaction in their
investment.

To provide this value to all concerned, we must maintain our Vision; respect tradition and foster innovAtion; promote fidelLity with
responsible actions; support our commUnity; and strive for excellenc in all we do.




Letter to Shareholders

Dear Shareholder,

It was a very good year, our first year as a public company. Among our
accomplishments, Mercantile Bancorp generated double-digit percentage
growth in earnings per share and loan portfolio assets. Our entry into the
public equity market, combined with our prospects for growth, had a
noticeable impact on the value of your company. At the beginning of
2003, your company was valued by the market at 40 percent under book

value. By the start of 2006, the market valued Mercantile at 40 percent

over book value. We believe this is primarily due to the market’s

Dan S. Dugan
Chairman, President & CEO recognition of our performance and growth strategy.

Mercantile's total loan portfolio rose 12 percent, enhanced particularly by our investment in Mid-America
Bancorp, Inc. and its wholly owned subsidiary Heartland Bank in Leawood, Kansas, a suburb of Kansas
City. Heartland is a rapidly growing financial institution serving this economically vigorous metropolitan
area. Loan growth has been exceptionally rapid. As the bank matures, loan growth will naturally stabilize.
The Mid-America Bancorp investment is an example of our strategy to buy on-the-rise financial institutions
in fast-growing markets to complement the performance of our banks in more stable markets. Our plan is to
combine growth and stability to drive steady, predictable earnings gains for Mercantile Bancorp. This

equates to greater value for our shareholders, which is why "value" is our annual report theme this year.

In operations and management, we concentrated on maximizing margins in a changing interest rate
environment. We prepared for rising rates by keeping our investments short term, renewing investments at
higher rates as the Federal Reserve raised the discount rate. We maintained focus on making operations as
lean and efficient as possible, capitalizing on our economies of scale as a holding company with multiple
financial institutions. Maximizing margins contributed to a 14 percent earnings increase compared with
2004.

To drive balanced growth for the company, we are pursuing a three-prong operating strategy. First, our
outright ownership of banks gives us control, stability and strength. Because they serve different
communities with varying economic scenarios, our wholly and majority owned banks hav diverse growth
rates. The greater part of our banks' markets are healthy and stable, and our market pos'- 1 trong. Total

@
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Letter to Shareholders

One of our primary goals to win new customers and retain existing commercial and retail customers is to
provide superior service. We want them to have every reason to continue banking with us, and to think of our
banks first when they require additional services. We make a solid investment in marketing to win a larger
market share. We also make a significant investment in human capital. Our employees are talented
professionals with a personal commitment to their customers and their communities. As a result, our banks

enjoy high levels of customer loyalty.

The second prong of our strategy to deliver value is to acquire banks in strong, growing markets. This
strategy may involve purchasing a minority position initially, with the intent to eventually acquire controlling
interest. We look for banks that are a close fit with our operating model and our philosophy of quality service
and products. We avoid banks that need fixing or have radically different approaches to doing business. We
look for top-notch management teams and employees, and we aim to retain them. They are a big reason why
the acquisition can be successful for everyone. By looking for the right bank, rather than making a decision
to expand into a particular geographic region and hunting for a good bank, we are free to look for

acquisitions anywhere in the United States. This opens up a great many more opportunities.

This acquisition strategy is designed to accelerate loan portfolio, deposit and earnings growth beyond what
Mercantile's more-established core banks could. As these acquired banks mature, we can continue to add

new fast-track banks to our holdings.

The third prong of our investment strategy is to make strategic equity investments in “de novo”, or new
banks. De novo institutions are startups with opportunities to grow at very rapid rates. A modest infusion of
operating capital from Mercantile Bancorp can provide significant fuel for these banks. As these banks
mature and become more valuable, they become winners. We, as investors, are also winners as our
investment appreciates. We also usually have the flexibility to increase our stake in these institutions, and

then eventually acquire them. or to sell our investment for a profit.

Although the return on these investments will represent a relatively modest percentage of our current net
income, the earnings establish our position for future opportunity. This strategy is an excellent way for
Mercantile to put a relatively small amount of capital to work, with the possibility of significant, long-term
returns. In 2006 and beyond, it is likely we will increase the size of the investments we make in de novo
banks, and the percentage of ownership we take. We have so far made relatively small investments. Now
that we have a proven strategy, we can comfortably take larger positions in selected de novo banks.
However, we do not envision these ownership positions ever becoming more than a modest investment of

our total capital.




Letter to Shareholders

An example of the kind of success we can have in this area is the pending sale of our 19.6 percent equity
share in NorthStar Bancshares, Inc. (“NorthStar”) of Liberty, MO, which is to be acquired by Enterprise
Financial Services Corporation of Clayton, MO. When this transaction is completed, Mercantile expects to
receive cash and Enterprise stock valued at approximately $6.6 million and record a gain of about $2.8
million, or about a 16 percent annual return on investment. When consummated, this sale will be the first

time we had the opportunity to lock in a gain on one of our minority investments.

If I had to identify any significant concern I have, it would be the monetary and time burdens placed on
financial institutions by ever-increasing government regulations and compliance requirements. Excessive
regulation is expensive, particularly for small and mid-sized banking operations. More regulation with no

corresponding returns costs our company and our shareholders.

The future looks very bright for Mercantile. The rising interest rate environment will challenge us to manage
our operations very efficiently, in order to maintain our margins while offering the most competitive loan and
deposit rates to our customers. By having a variety of attractive savings products, we want to encourage
customers to lock in rates rather than play a "wait and see" game with rates. The end of record-low interest
rates is a positive sign that our national economy is looking better than a few years ago. We look forward to

modest increases in business borrowing, and perhaps some additional consumer savings in our markets.

Finally, I wish to thank Director Harold W. Knapheide III for his service to Mercantile as a member of our
Board of Directors. “Knap” has chosen not to stand for reelection. As a director of both Mercantile Trust &
Savings Bank and Mercantile Bancorp, Inc. for more than 23 years, he has been a trusted advisor and a good
friend. His guidance, expertise and counsel, particularly during this past year as Mercantile transitioned from

a private company into the public sector, has been invaluable.

I thank all of our employees, managers and shareholders for their support during this past year. We look

forward to sharing exciting news with you as 2006 progresses.

Sincerely,

Dan S. Dugan
Chairman, President and CEO
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PART 1
ITEM 1. BUSINESS
MERCANTILE BANCORP, INC.

General

Mercantile Bancorp, Inc. (the “Company”), a multi-state bank holding company, is headquartered in Quincy,
Ilinois. The Company was incorporated on April 15, 1983 for the purpose of enabling Mercantile Trust & Savings
Bank (*“MTSB”), an [llinois banking corporation, to operate within a bank holding company structure. The Company
serves rural communities primarily, and much of the Company’s business is related directly or indirectly to the
agricultural industry, although the Company has diversified in recent years by expanding into higher-growth
metropolitan areas. As of December 31, 2005, there were total assets of approximately $1.1 billion and total deposits
of approximately $946.1 million, and as of December 31, 2004, the Company had total assets of approximately $1.0
billion and total deposits of approximately $873.4 million. Its subsidiaries operate six banks in Illinois, two banks in
Missouri and one bank in Kansas. Asdescribed in more detail below, MTSB has represented on average approximately
50-55% of the Company’s revenue, pre-consolidated net income and pre-consolidated assets annually, and most of
the Company’s loans are related to real estate with, on average, approximately 56% being farmland, construction and
mortgage loans, primarily mortgage loans. The Company’s website is located at www.mercbhanx.com.

The Company, through its subsidiaries, conducts a full-service consumer and commercial banking business,
which includes mainly deposit gathering, safekeeping and distribution; lending for commercial, financial and
agricultural purposes, real estate purposes (including farmland, construction and mortgages), and consumer purposes;
and asset management including trust, estate and agency management, retail brokerage services, and agricultural
business management. Notwithstanding the broad range of services and products, approximately 74% of the
Company’s revenues is derived on average annually from its subsidiaries’ lending activities. The other principal
revenue sources are investment securities with approximately 11% of revenue on average, service charges and fees
on customer accounts with approximately 7% of revenue on average, and all asset management services combined
with approximately 3% of revenue on average.

The Company’s principal, direct activities consist of owning and supervising the banks, through which the
Company derives most of its revenues. The Company directs the policies and coordinates the financial resources of
the banks. The Company provides and performs various technical and advisory services for the banks, coordinates
the banks’ general policies and activities, and participates in the banks’ major decisions.

Banks

As of December 31, 2005, the Company was the sole shareholder of the following banking subsidiaries:

. MTSB, located in Quincy, Illinois;

e  State Bank of Augusta (“Augusta”), located in Augusta, 1llinois;

e  Marine Bank & Trust (“Marine Bank”), located in Carthage, Illinois;

e  Perry State Bank (“Perry”), located in Perry, Missouri;

¢ QGolden State Bank (“Golden™), located in Golden, Illinois;

¢  Brown County State Bank (“Brown County”), located in Mt. Sterling, Illinois; and

e  Farmers State Bank of Northern Missouri (“Farmers”), located in Savannah, Missouri.

As of December 31, 2005, the Company was the majority, but not sole, shareholder in the following banking
subsidiaries:

e  Security State Bank of Hamilton (“Hamilton™), located in Hamilton, Illinois, in which the Company owns
92.8% of the outstanding voting stock; and



e  Mid-America Bancorp, Inc. (“Mid-America”) (the sole shareholder of Heartland Bank (“Heartland”)
located in Leawood, Kansas), in which the Company owns 55.6% (81,600 shares) of the outstanding
voting stock.

In March 2003, the Company purchased 5,000 additional shares of Mid-America at a cost of $623 thousand, in
June 2005 another 15,000 shares at a cost of $2.0 million, and in October 2005 another 13,600 shares at a cost of $2.0
million. These purchases were portions of new stock issuances by Mid-America totaling 54,288 shares. Other
shareholders also purchased newly issued shares during 2005, resulting in the Company’s percentage ownership of
Mid-America increasing to 55.6% as of December 31, 2005 from 54.6% as of December 31, 2004.

In December 2005, the Company announced plans to consolidate the six Illinois bank affiliates from six
separately chartered banks to three. The plan calls for combining Hamilton and Augusta with and into Marine Bank.
Additionally, Golden will be consolidated with and into Brown County. The mergers of the banks will be accounted
for using a treatment similar to the pooling of interest method of accounting. The planned consolidation should be
completed before the end of 2006. The Company expects these mergers to improve efficiencies in its operations
through reductions in administrative, regulatory and compliance costs, which in turn will allow the Company to
devote greater resources to providing quality products and customer service.

In addition, as of December 31, 2005, the Company had less than majority ownership interests in several other
banking organizations located in the Midwest and Southeast. Specifically, the Company owned the following
percentages of the outstanding voting stock of these banking entities:

. 36.5% of New Frontier Bancshares, Inc. (“New Frontier”), the sole shareholder of Néw Frontier Bank,
located in St. Charles, Missouri;

. 19.6% of NorthStar Bancshares, Inc. (“NorthStar”), the sole shareholder of NorthStar Bank N.A., located
in Liberty, Missouri;

. 5.0% of GBC Bancorp, Inc. (“GBC”), the sole shareholder of Gwinnett Banking Company, located in
Lawrenceville, Georgia; and

. 5.0% of Integrity Bank, which opened for business July 2004 in Jupiter, Florida; and

. 1.6% of Premier Bancshares, Inc. (“Premier”), the sole shareholder of Premier Bank, located in Jefferson
City, Missouri.

In January 2005, the Company purchased 3,937 additional shares of New Frontier at a cost of $984 thousand,
which was the Company’s pro-rata portion of a new stock issuance by New Frontier totaling 12,000 shares. In August
2005, the Company purchased an additional 3,314 shares of New Frontier at a cost of $829 thousand from existing
New Frontier stockholders who tendered their shares under New Frontier’s Shareholder Agreement. This agreement
allowed existing shareholders to purchase their pro-rata portion of the tendered shares, as well as their pro-rata
portion of any tendered shares not purchased by other shareholders. Shareholders other than the Company exercised
their right to purchase 1,014 of the shares tendered. As aresult ofthe August 2005 purchase, the Company’s ownership
of New Frontier increased to 36.5%. In July 2005, the Federal Reserve had approved the Company increasing its
ownership of New Frontier to 39.9%, and the Company will consider additional acquisitions if additional shares are
tendered for sale.

In June 2005, the Company purchased an additional 63,392 shares of NorthStar at a cost of $1.3 million from
existing NorthStar stockholders who tendered their shares under NorthStar’s Shareholder Agreement. This agreement
allowed existing shareholders to purchase their pro-rata portion of the tendered shares, as well as their pro-rata
portion of any tendered shares not purchased by other shareholders. This purchase increased the Company’s
ownership of NorthStar to 19.6% as of December 31, 2005.

On March 17, 2006, NorthStar reached a definitive agreement to sell its outstanding capital stock (including the
Company’s 19.6% equity interest) to Enterprise Financial Services Corp. (“Enterprise”) of Clayton, Missouri in a
cash and stock transaction, subject to shareholder and regulatory approvals. The sale of the Company’s equity
interest is valued at approximately $6.6 million. The balance of the equity method investment and related unamortized
core deposit intangible totaled approximately $3.8 million as of December 31, 2005. This transaction is expected to
close the second or third quarter of 2006. The amount of the cash and value of Enterprise stock received in the
transaction in excess of the unamortized cost will be recorded as a gain in the quarter the transaction closes. It is
anticipated the Enterprise stock received will be recorded as a cost method investment of the Company.
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In December 2005, the Company purchased 37,500 shares of Premier at a cost of $1.5 million, representing
1.6% of the outstanding common stock of Premier as of December 31, 2005. This purchase was part of a new stock
issuance by Premier, a privately held bank holding company located in Jefferson City, Missouri with total assets of
approximately $741.7 million as of December 31, 2005,

In January 2006, the Company’s Board of Directors approved a three-for-one stock split and in connection with
the split, an amendment to the Company’s Certificate of Incorporation to reduce the $1.25 par value per share of
common stock of the Company by one-third to $0.4167 par value per share. The Board of Directors further directed
that the amendment be submitted for consideration by the stockholders at the Company’s annual meeting in May
2006. If the amendment is approved by the stockholders, the Company will execute and submit to the Delaware
Secretary of State for filing prior to or on the date of the stock split, a Certificate of Amendment of the Certificate of
Incorporation providing for the amendment to be effective simultaneously with the stock split. On the effective date,
each of the presently authorized shares, $1.25 par value per share (including all issued and outstanding, unissued and
treasury shares), will be changed into shares with a par value of $0.4167 per share for each share held at that time.
Share and per share data in the consolidated financial statements and notes will be retroactively restated during 2006
for the stock split after it has been effected.

In August 2005, the Company issued $10.3 million of junior subordinated debentures to Mercantile Bancorp
Capital Trust I (the “Trust”). The Trust was formed for the sole purpose of issuing its own non-voting cumulative
preferred securities to one or more investors. The Company owns all of the voting securities of the Trust. The Trust
issued $10 million of its cumulative preferred securities through a private placement offering on August 25, 2005 and
invested the proceeds of its issuance in the Company’s junior subordinated debentures. Consistent with the FRB’s
capital adequacy guidelines, the proceeds of the Trust’s sale of its preferred securities will qualify as Tier { capital of
the Company.

MTSB is the largest subsidiary owned by the Company representing 47.7% of the Company’s pre-consolidated
net income for 2005 and 50.4% for 2004, and 49.3% of its assets as of December 31, 2005 and 49.2% as of December
31, 2004. Perry and Mid-America are the next largest subsidiaries, representing respectively 12.2% and 11.9% of the
Company’s pre-consolidated net income for 2005 and 11.8% and 2.8% for 2004, and 12.7% and 10.9% of its assets as
of December 31, 2005 and 13.1% and 7.8% as of December 31, 2004.

Employees

As of December 31, 2005, the Company and its subsidiaries had 310 full-time employees and 32 part-time
employees, which together equate to 326 full-time-equivalent employees. None of the employees are represented by
a collective bargaining group.

Business Strategies — Growth and Operations

The Company has developed and is pursuing both growth and operating strategies to target its markets with its
products and services, all as described in greater detail below.

Growth Strategy

The Company has grown through a combination of internal growth and acquisitions. In the rural markets of
west-central Illinois and northeast Missouri in which the Company has maintained a presence historically, the
Company’s strategy focuses on continuing to be, and to strengthen its position as, a significant competitor. Since
1988, the Company has acquired and successfully integrated eight bank holding companies and/or banks in these
rural areas. The Company continues to look for opportunities to open branches or acquire community banks in these
markets.

In addition to its traditional, rural markets, the Company is diversifying its business by expanding into urban
and suburban areas that are less dependent upon the agricultural economy. Specifically, the Company has pursued
diversification over the past several years by acquiring equity interests in banks located in or near larger metropolitan
areas such as New Frontier Bancshares, Inc. in St. Charles, Missouri (a suburb of St. Louis), Mid-America Bancorp,
Inc. in Leawood, Kansas (a suburb of Kansas City), NorthStar Bancshares, Inc. in Liberty, Missouri (a suburb of




Kansas City); Integrity Bank in Jupiter, Florida (located near West Palm Beach), GBC Bancorp, Inc. in Lawrenceville,
Georgia (a suburb of Atlanta) and Premier Bancshares, Inc. in Jefferson City, Missouri. The Company will continue
to evaluate opportunities for such diversification.

In January 2005, MTSB hired a new trust officer who is operating out of an office located in the New Frontier
facility in St. Charles, Missouri. Management believes that this is an opportunity to increase noninterest income by
providing trust services, as well as cross-selling other bank products, to a larger and rapidly growing market, and that
the commitment to high-quality, personalized service will enable the Company to compete effectively with existing
providers in the area. As of December 31, 2005, this office has generated approximately $6.5 million in assets under
management. Additionally, marketing efforts targeted at area lawyers and estate planning professionals have created
the potential for increased estate and trust fees in the future.

In evaluating acquisition opportunities, the Company plans to continue to focus on the needs of small- to
medium-sized businesses in both the rural communities in which its banking centers are located and in bedroom
communities of larger metropolitan areas, which while within a commutable distance from a metropolitan area,
generally have the characteristics of a small town. The Company’s management believes that the larger regional
banks are not allocating their resources to serve small- to medium-sized businesses effectively. These customers
generally have the size and sophistication to demand customized products and services, which management believes
its bankers are well equipped to understand and address as a result of their experience. Further, it has been the
Company’s experience that it is less costly to establish a location in a rural or bedroom community than in a
metropolitan area, and that these markets are generally less competitive.

The Company is looking for opportunities in rural and/or bedroom communities that meet one of the following
criteria:

1.  100% acquisitions of existing financial institutions to be consolidated and operated within the existing
structure of the Company;

2. Minority investments in financial institutions with the potential to acquire controlling or full ownership
in the future; and

3. Equity interests in denovo institutions in high-growth markets with proven management, with the
intention of allowing these investments to grow and build value, resulting in gains to be realized upon
future dispositions.

The Company believes its current banking locations provide it with the necessary platform to expand its
services within its existing markets and into new markets offering growth potential, and that the Company has the
back office and technology systems in place to accommodate additional growth.

Operating Strategy

While pursuing the Company’s growth strategy outlined above, the Company plans to continue its focus on
customer service, efficient back office and other support services, asset quality and prudent capital management as
described below.

The Company operates under a community banking philosophy that is customer driven, emphasizing long-
term customer relationships, and provides practical financial solutions, convenience and consistent service. Each of
the Company’s banking centers are administered by a local president who has knowledge of the particular community
and lending expertise in the specific industries found within the community. The bank presidents have the authority
and flexibility within general parameters to make customer-related decisions, as the Company’s management believes
that the most efficient and effective decisions are made at the point of customer contact by the people who know the
customer. With the Company’s decentralized-decision making process, the Company is able to provide customers
with rapid decisions on lending issues.

In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three. The plan calls for combining Hamilton and Augusta with and into Marine Bank,
and Golden with and into Brown County. The planned consolidations should be completed before the end of 2006.
The Company is confident that these plans are consistent with its community banking philosophy. Customers of the
merged banks should be unaffected by the changes, as they will continue to deal with the same customer service and




lending staff. The Company expects these mergers to improve efficiencies in its operations through reductions in
administrative, regulatory and compliance costs, which in turn will allow the Company to devote greater resources
to providing quality products and customer service.

The support services the Company provides to its banking centers are centralized in the Company’s main
offices located in Quincy, Illinois. These services include back office operations, credit administration, human
resources, internal audit, compliance, investment portfolio research and advice, and data processing. As a result, the
Company’s operations enhance efficiencies, maintain consistency in policies and procedures and enable the
Company’s employees to focus on developing and strengthening customer relationships.

The Company’s lending officers have developed comprehensive policies and procedures for credit underwriting
and funding that have enabled the Company to maintain sound credit quality while growing its loan portfolio and the
overall organization. Combined with the Company’s significant lending experience, these procedures and controls
have enabled the Company to provide responsive, customized service to its customers. The Company’s total assets
have grown from $772 million at December 31, 2001, to $1.1 billion at December 31, 2005. Despite this growth, at
December 31, 2005, the Company’s ratio of non-performing loans to total loans before allowance for loan losses was
.58% and its ratio of non-performing loans and non-performing assets to total loans before allowance for loan losses
was .64%. The Company intends to continue to adhere to the practices and policies that have contributed to its sound
asset quality to date.

The Company’s goal is to operate at a capital level that supports its growth but does not unduly hamper its
achievement of an attractive return on equity. In order to strike this balance, the Company relies on its management’s
expertise to prudently manage its capital resources. Growth of capital has been achieved through retention of
earnings, and it is management’s strategy to continue this growth through the profitable expansion of lending and
deposit services in the Company’s existing markets, as well as additional acquisitions of well-managed, profitable
banking organizations.

Products and Services — General

The Company, through its subsidiaries, conducts a full-service consumer and commercial banking business,
which includes mainly deposit gathering, safekeeping and distribution; lending for commercial, financial and
agricultural purposes, real estate purposes (including farmland, construction and mortgages), and consumer purposes;
and asset management including trust, estate and agency management, retail brokerage services, and agricultural
business management. These products and services are provided in all of the Company’s markets through its main
offices and branches, which markets are identified in more detail below. However, lending activities generate
collectively most of the Company’s consolidated revenue each year and individually are the only products and
services, other than interest income on investment securities that have equaled or exceeded 10% of the Company’s
consolidated revenue consistently over the past three fiscal years. Approximately 74% of the Company’s revenues is
derived on average annually from its subsidiaries’ lending activities.

The Company has a single segment, banking, in that all of its bank subsidiaries are engaged in banking
activities. Also, the Company’s business is not seasonal although weather conditions year to year may impact the
businesses of certain borrowers such as agricultural clients and thus affect their need for and ability to afford bank
financing.

Lending Activities

The Company’s objective is to offer the commercial, agricultural, residential and consumer customers in its
markets a variety of products and services, including a full array of loan products. The Company’s bank subsidiaries
make real estate loans (including farmland, construction and mortgage loans), commercial, financial and agricultural
loans, and consumer loans. Total loans includes loans held for sale. The Company strives to do business in the areas
served by its banks and their branches, and all of the Company’s marketing efforts and the vast majority of its loan
customers are located within its existing market areas. The following is a discussion of each major type of lending,




Real Estate Loans

The Company’s banks make real estate loans for farmland, construction and mortgage purposes as more
thoroughly described below. Collectively, these loans, which include loans held for sale, comprise the largest category
of the Company’s loans. At December 31, 2005, the Company had approximately $506.8 million in such loans,
representing 58.8% of total loans. AtDecember 31, 2004, the Company had $444.3 million in such loans, representing
57.6% of total loans.

Farmland Real Estate Loans

Farm real estate loans are collateralized by owner-occupied and investment properties located in the Company’s
market areas. The Company’s banks offer a variety of mortgage loan products that generally are amortized over five
to 20 years. The loans generally have rates fixed for up to a five year period, with the loans either having an
adjustable rate feature or a balloon at the maturity of the term. Loans secured by farm real estate are generally
originated in amounts of no more than 80% of the lower of cost or appraised value. The bank underwrites and seeks
Farm Service Agency guarantees to enhance the credit structure of some farm real estate loans.

The banks secure a valid lien on farmland real estate loans and obtain a mortgage title insurance policy that
insures that the property is free of encumbrances prior to the banks lien. The banks require hazard insurance if the
farm property has improvements and, if the property is in a flood plain as designated by FEMA or HUD, the banks
require flood insurance.

Farmland real estate loans have generated the following approximate dollar amounts and represented the
following percentages of the Company’s consolidated revenues for the years indicated: $4.2 million or 6.1% for 2005;
$3.7 million or 6.5% for 2004; and $4.0 million or 7.3% for 2003. At December 31, 2005, the Company had
approximately $66.2 million in such loans, representing 7.7% of total loans. At December 31, 2004, the Company
had approximately $64.9 million in such loans, representing 8.4% of total loans.

Construction Real Estate Loans

The Company’s banks also make loans to finance the construction of residential and non-residential properties.
Construction loans generally are secured by first liens on real estate. The Company’s banks conduct periodic
inspections, either directly or through an agent, prior to approval of periodic draws on these loans. Construction
loans involve additional risks attributable to the fact that loan funds are advanced upon the security of a project under
construction, and the project is of uncertain value prior to its completion. Because of uncertainties inherent in
estimating construction costs, the market value of the completed project and the effects of governmental regulation
on real property, it can be difficult to accurately evaluate the total funds required to complete a project and the related
loan to value ratio. As a result of these uncertainties, construction lending often involves the disbursement of
substantial funds with repayment dependent, in part, on the success of the ultimate project rather than the ability of
a borrower or guarantor to repay the loan. If a bank is forced to foreclose on a project prior to completion, there is
no assurance that the bank will be able to recover all of the unpaid portion of the loan. In addition, the bank may be
required to fund additional amounts to complete a project and may have to hold the property for an indeterminate
period of time. While the Company’s banks have underwriting procedures designed to identify what management
believes to be acceptable levels of risk in construction lending, these procedures may not prevent losses from the
risks described above.

The banks secure a valid lien on construction real estate loans and obtain a mortgage title insurance policy that
insures that the property is free of encumbrances prior to the banks lien. The banks require hazard insurance if the
construction property has improvements, insurance bonding on a contractor, and if the property is in a flood plain as
designated by FEMA or HUD, the banks require flood insurance.

Construction loans have generated the following approximate dollar amounts and represented the following
percentages of the Company’s consolidated revenues for the years indicated: $2.7 million or 4.0% for 2005; $1.4
million or 2.4% for 2004; and $1.3 million or 2.3% for 2003. At December 31, 2003, the Company had $48.6 million
in such loans, representing 5.6% of total loans. At December 31, 2004, the Company had $28.1 million in such loans,
representing 3.6% of total loans.




Mortgage Real Estate Loans

A significant portion of the Company’s lending activity consists of the origination of mortgage loans
collateralized by properties located in the Company’s market areas. The Company’s banks offer a variety of
residential mortgage loan products that generally are amortized over five to 25 years. Residential loans collateralized
by mortgage real estate generally have been originated in amounts of no more than 90% of the lower of cost or
appraised value or the bank requires private mortgage insurance. Of the residential mortgage real estate loans
originated, the Company generally retains on its books shorter-term loans with fixed or variable rates, and sells into
the secondary mortgage market longer-term, fixed-rate loans to either Fannie Mae, or a regional Federal Home Loan
Bank, and retains the loan servicing rights.

The Company’s banks offer a variety of commercial real estate mortgage loan products that generally are
amortized up to 20 years. The rates on these loans usually range from a daily variable rate to a fixed rate for no more
than five years. The commercial real estate mortgage loans are collateralized by owner/operator real estate mortgages,
as well as investment real estate mortgages. Loans collateralized by commercial real estate mortgages are generally
originated in amounts of no more than §0% of the lower of cost or appraised value.

The banks secure a valid lien on mortgage real estate loans and obtain a mortgage title insurance policy that
insures that the property is free of encumbrances prior to the bank’s lien. The banks require hazard insurance in the
amount of the loan and, if the property is in a flood plain as designated by FEMA or HUD, the banks require flood
insurance.

Residential real estate loans have generated the following approximate dollar amounts representing the
following percentages of the Company’s consolidated revenues for the years indicated: $11.8 million or 17.3% for
2005; $10.1 million or 17.5% for 2004; and $9.3 million or 16.9% for 2003. As of December 31, 2005, the Company
had $213.6 million in residential real estate loans, which represented 24.8% of the Company’s total loans. As of
December 31, 2004, the Company had $203.8 million in such loans, which represented 26.4% of the Company’s total
loans.

Commercial real estate loans have generated the following approximate dollar amounts representing the
following percentages of the Company’s consolidated revenues for the years indicated: $9.6 million or 14.0% for
2005; $7.7 million or 13.3% for 2004; and $6.0 million or 11.0% for 2003. As of December 31, 2005, the Company
had $178.4 million in commercial real estate mortgage loans, which represented 20.7% of the Company’s total loans.
As of December 31, 2004, the Company had $147.5 million in such loans, which represented 19.1% of the Company’s
total loans.

The most significant risk concerning mortgage real estate loans is the fluctuation in market value of the real
estate collateralizing the loans. A decrease in market value of real estate securing a loan may jeopardize a bank’s
ability to recover all of the unpaid portion of the loan if the bank is forced to foreclose. If there were significant
decreases in market value throughout one or more markets of the Company, the Company could experience multiple
losses in such market or markets. While the Company’s banks have underwriting procedures designed to identify
what management believes to be acceptable lender risks in mortgage lending, these procedures may not prevent
losses from the risks described above.

Commercial, Financial and Agricultural Loans

These loans are primarily made within the Company’s market areas and are underwritten on the basis of the
borrower’s ability to service the debt from income. As a general practice, the Company’s banks take as collateral a
lien on any available equipment, accounts receivables or other assets owned by the borrower and often obtain the
personal guaranty of the borrower. In general, these loans involve more credit risk than residential mortgage loans
and commercial mortgage loans and, therefore, usually yield a higher return. The increased risk in commercial,
financial and agricultural loans is due to the type of collateral securing these loans. The increased risk also derives
from the expectation that commercial, financial and agricultural loans generally will be serviced principally from
the operations of the business, and those operations may not be successful. Historical trends have shown these types
of loans to have higher delinquencies than real estate loans. Approximately 46% of all of the Company’s net charge-
offs for the years 2001 through 2005 were related to commercial, financial or agricultural loans, compared to 15%
for loans secured by real estate. However, from 2003 to 2005 only 29% of total net charge-offs related to commercial,




financial or agricultural loans, due to tightened underwriting standards implemented after incurring significantly
greater losses in 2002. No category within this type of lending activity represented a disproportionate share of net
charge-offs or non-performing loans during such period except that in 2002 a substantial portion of the net charge-
offs were agricultural loans. As a result of these additional complexities, variables and risks, commercial, financial
and agricultural loans require more thorough underwriting and servicing than other types of loans.

Commercial, financial and agricultural loans, which include floor plan loans, generated the following
approximate dollar amounts and represented the following percentages of the Company’s consolidated revenues for
the years indicated: $16.0 million or 23.3% for 2005; $12.0 million or 20.8% for 2004; and $10.8 million or 19.7% for
2003. At December 31, 2005, the Company had $240.2 million in such loans, representing 27.9% of total loans,
including loans held for sale. At December 31, 2004, the Company had $233.6 million in such loans, representing
30.3% of total loans.

Within the category of commercial, financial and agricultural loans, agricultural operating loans have produced
the following approximate dollar amounts and represented the following percentages of the Company’s consolidated
revenues for the years indicated: $3.5 million or 5.1% for 2005; $2.9 million or 5.1% for 2004; and $2.9 million or
5.3% for 2003. At December 31, 2005, the Company had $59.3 million in such loans, representing 6.9% of total
loans. At December 31, 2004, the Company had $54.2 million in such loans, representing 7.0% of total loans.

Consumer Loans

The Company provides a wide variety of consumer loans (also referred to in this report as installment loans to
individuals) including motor vehicle, watercraft, education, personal (collateralized and non-collateralized) and
deposit account collateralized loans. The terms of these loans typically range from 12 to 72 months and vary based
upon the nature of collateral and size of loan. Consumer loans entail greater risk than do residential mortgage loans,
particularly in the case of consumer loans that are unsecured or secured by rapidly depreciating assets such as
automobiles. In such cases, any repossessed collateral for a defaulted consumer loan may not provide an adequate
source of repayment for the outstanding loan balance. The remaining deficiency often does not warrant further
substantial collection efforts against the borrower beyond obtaining a deficiency judgment. In addition, consumer
loan collections are dependent on the borrower’s continuing financial stability, and thus are more likely to be adversely
affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and
state laws may limit the amount that can be recovered on such loans. Approximately 39% of all of the Company’s
net charge-offs for the years 2001 through 2005 were related to consumer loans. However, the ratio of consumer loan
charge-offs to total consumer loans has declined from 1.12% in 2001 to .71% in 2005.

Consumer loans generated the following approximate dollar amounts and represented the following percentages
of the Company’s consolidated revenues for the years indicated: $8.3 million or 12.2% for 2005; $7.7 million or
13.3% for 2004; and $7.5 million or 13.8% for 2003. At December 31, 2005, the Company had $114.3 million in such
loans, which represented 13.3% of the Company’s total loans. At December 31, 2004, the Company had $94.2
million in such loans, which represented 12.2% of the Company’s total loans.

The discussion of each subsidiary bank below includes information concerning each such bank’s revenue
generated from lending activities, which constitute the largest source of revenue for each bank.

Underwriting Strategy

The Company’s lending activities reflect an underwriting strategy that emphasizes asset quality and fiscal
prudence in order to keep capital resources available for the most attractive lending opportunities in the Company’s
markets. Lending officers are assigned various ievels of loan approval authority based upon their respective levels
of experience and expertise. When the amount of loans to a borrower exceeds the officer’s lending limit, the loan
request goes to either an officer with a higher limit or the Board of Directors loan committee for approval. The
Company’s strategy for approving or disapproving loans is to follow conservative loan policies and underwriting
practices, which include:

e  granting loans on a sound and collectible basis;

e investing funds properly for the benefit of the Company’s shareholders and the protection of its
depositors;
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s serving the legitimate needs of the communities in the Company’s markets while obtaining a balance
between maximum yield and minimum risk;

e  ensuring that primary and secondary sources of repayment are adequate in relation to the amount of the
loan;

¢  developing and maintaining adequate diversification of the loan portfolio as a whole and of the loans
within each category; and

e  ensuring that each loan is properly documented and, if appropriate, insurance coverage is adequate. The
Company’s loan review personnel and compliance officer interact on a regular basis with commercial,
mortgage and consumer lenders to identify potential underwriting or technical exception variances.

In addition, the Company has placed increased emphasis on the early identification of problem loans to
aggressively seek resolution of the situations and thereby keep loan losses at a minimum.

Markets and Competition

The Company identifies three regional markets for its banking activities, which include the counties in which
the Company maintains offices and also counties in which the Company has no offices but whose inhabitants are
targets of the Company’s financial services because of their close proximity to counties in which the Company
maintains offices. They are the following: (1) a tri-state region including west-central Illinois, northeast Missouri,
and a portion of southeastern Iowa; (2) the greater St. Joseph-Savannah, Missouri market, which is located
approximately 60 miles north of Kansas City, Missouri; and (3) a suburban Leawood, Kansas-Kansas City, Missouri
market. The tri-state market is the Company’s principal market and has accounted for approximately 93% to 94% of
the Company’s consolidated revenues for 2002 and 2003 and approximately 82% to 85% of the Company’s
consolidated revenues for 2004 and 2005, which include the addition of revenues from Mid-America.

At present, the Company maintains the following approximate percentages of market share in the following
markets as measured by the deposits held by the Company’s subsidiary banks operating in or targeting such markets
relative to the deposits held by all institutions insured by the Federal Deposit Insurance Corporation (“FDIC”)
located in such markets as of June 30, 2005: 19.65% for the tri-state market; 4.54% for the greater St. Joseph-
Savannah, Missouri market; and 0.36% for the suburban Leawood, Kansas-Kansas City, Missouri market. The
Company’s share of the tri-state market at 19.65% is the largest of 63 FDIC-insured institutions located in that
market. The Company’s shares of the greater St. Joseph-Savannah, Missouri market and Leawood, Kansas-Kansas
City, Missouri market are discussed below in the descriptions of Farmers and Mid-America, respectively.

The source of the deposit data and corresponding market shares used above and throughout this section of the
report is the FDIC Summary of Deposit (“SOD”) web link. The SOD contains deposit data for more than 89,000
branches/offices of FDIC-insured institutions. The FDIC collects deposit balances for commercial and savings
banks as of June 30 of each year, and the Office of Thrift Supervision collects the same data for savings
institutions.

The Company believes that it maintains a visible, competitive presence in all of its markets. The Company’s
banks are subject to vigorous competition from other banks and financial institutions in their respective markets. The
business lines in which the Company’s banks compete are highly competitive, and growth with profitability depends
mainly on the Company’s ability to effectively compete for, and retain, deposits and loans in the markets.

The primary factors in competing for savings deposits are convenient office locations, interest rates offered,
and the range of additional bank services offered. Direct competition for savings deposits comes from other
commercial bank and thrift institutions, money market mutual funds, insurance companies, credit unions and
corporate and government securities which may offer more attractive rates than insured depository institutions are
willing to pay.

The primary factors in competing for loans include, among others, interest rate consideration, loan origination
fees, borrower equity infusion, and the range of additional bank services offered. Competition for origination of all
loan types normally comes from other commercial banks, thrift institutions, credit unions, finance companies,
mortgage bankers, mortgage brokers, insurance companies and government agricultural lending agencies. In that
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74% on average of the Company’s consolidated revenues are derived from loans of all categories, the Company’s
competitive position in lending services is crucial to its implementation of ongoing growth and operating strategies,
as discussed above.

The Company has been able to compete effectively with other financial service providers by emphasizing
customer service and technology, by establishing long-term customer relationships and building customer loyalty,
and by providing products and services designed to address the specific needs of its customers. The Company’s
operating strategy emphasizing customer service, efficient back office and other support services, asset quality and
prudent capital management have permitted the Company to compete effectively against both larger and smaller
financial institutions in its markets; however, if the Company fails to continue to successfully implement its strategies
and/or other financial institutions with more substantial resources because more aggressive in their pursuit of market
share, the Company’s competitive position could suffer.

Many of the Company’s existing competitors are well-established, larger financial institutions with substantially
greater resources and lending limits, such as US Bank, Bank of America and Commerce Bank. These institutions
offer some services, such as extensive and established branch networks and trust services, that the Company does not
provide or provide to the extent these other institutions provide them. In addition, many of the Company’s non-bank
competitors are not subject to the same extensive federal regulations that govern bank holding companies and
federally insured banks. The Company also acknowledges that to the extent certain larger financial institutions and
potential non-bank competitors have not yet entered the Company’s markets, they could do so at any time and
threaten the Company’s competitive position.

The discussion of each subsidiary bank below includes a description of each such bank’s market and competitive
position within such markets, as measured by FDIC-insured deposits.

MERCANTILE TRUST & SAVINGS BANK

MTSB is chartered under the laws of the State of Illinois and offers complete banking and trust services to the
commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and personal
loans; checking, savings and time deposits; trust and other fiduciary services; brokerage services; and other customer
services, such as safe deposit facilities. The largest portion of MTSB’s lending business is related to the general
business and real estate activities of its commercial customers, followed closely by residential mortgage loans.
MTSB’s principal service area includes the city of Quincy and Adams County, Illinois. MTSB is the largest bank
owned by the Company, representing approximately $5.8 million or 49.7% of the Company’s pre-consolidated net
income for 2005 and approximately $4.6 million or 50.4% in 2004, and approximately $560.9 million or 49.3% of the
Company’s assets as of December 31, 2005 and $511.5 million or 49.2% as of December 31, 2004.

MTSB’s principal banking office is located at 440 Maine Street, Quincy, [Hlinois. MTSB owns its main banking
premises in fee simple. In addition, MTSB owns and operates three branches, one drive-through facility, and ten
automatic teller machines in Quincy. MTSB leases a facility in use as the MTSB Mortgage Center in Quincy. In
February 2005, MTSB opened a trust office in the St. Charles, Missouri office of the New Frontier Bank.

MTSB wholly owns Mercantile Investments, Inc. (“MII”"), a Delaware corporation. MII’s offices are located
in a leased facility at Century Yard, Cricket Square, Elgin Avenue, Grand Cayman, Cayman [slands. The sole
activity of the subsidiary is to invest in securities, including corporate debentures. As of December 31, 2005 and
2004, MII had total assets of approximately $97.9 million and $96.6 million, respectively, which represented a
significant portion of MTSB’s securities portfolio at that date. The primary strategy for forming the subsidiary was
to take advantage of the current State of Illinois tax laws that exclude income generated by a subsidiary that operates
off-shore from State of Illinois taxable income. The only other impact on the Company’s consolidated financial
statements in regard to the investment subsidiary is the additional administrative costs to operate the subsidiary,
which is a minimal amount. For both 2005 and 2004, the Company’s [llinois income taxes decreased by approximately
$90 thousand as a result of MII’s operations off shore.

MTSB plans to continue to utilize the subsidiary to manage a significant amount of its securities portfolio as
long as it is advantageous to do so from a tax standpoint. All securities purchased by MII are approved by the MII
Investment Committee. The Illinois Department of Revenue could challenge the establishment of and/or related
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business purposes of MII or a change in state law could negate or lessen the state income tax advantages of MII;
however, the Company is not aware of any existing or threatened state action or existing or pending legislation
regarding this issue.

The by-laws of MII only allow holding investments and corporate debentures as permissible activities. There
are no current plans to expand these permissible activities for MII.

MTSB owns an 11.95% interest in Illinois Real Estate Title Center, LLC (“IRETC”), a multi-bank-owned
limited liability company that operates a title insurance agency. IRETC is located in leased space in Springfield,
Illinois, and owned in partnership with other central-Illinois banking companies and Investors Title Insurance
Company of Chapel Hill, North Carolina. IRETC engages in the sale and issuance of commercial and residential,
owner and mortgagee title insurance policies. As of December 31, 2005 and 2004, IRETC had total assets of
approximately $335 thousand and $391 thousand.

As of December 31, 2005, MTSB had 149 full-time employees and 12 part-time employees and approximately
15,200 depositors. The population of its primary service area is approximately 250,000.

The primary source of MTSB’s revenue is from lending activities, which have represented on average
approximately 66% of its revenue annually for the years 2003 through 2005. MTSB generated the following
approximate revenues from loans for the following years: $23.9 million for 2005, $19.3 million for 2004, and $19.5
million for 2003. At December 31, 2005, loans totaled $401.3 million or 71.5% of MTSB’s total assets. Other
principal revenue sources are investment securities with approximately 10% of revenue on average, service charges
and fees on customer accounts with approximately 6% of revenue on average, and all asset management services
combined with approximately 5% of revenue on average.

As indicated above, MTSB’s market includes the core market of Adams County, Illinois, in which MTSB’s
main office and branches are located. Also, MTSB targets its products and services to the inhabitants of Marion
County, Missouri, which borders Adams County to the west and includes many residents who work and conduct
commerce in Quincy, [llinois, the seat of local government for Adams County. Therefore, its total market includes
both counties.

At present, MTSB maintains a 22.5% share of its total market and 29.2% of its core market, as measured by the
deposits held by MTSB relative to the deposits held by all FDIC-insured institutions located in such markets as of
June 30, 2005. MTSB’s shares are the largest held by any of the 27 institutions in its total market and 18 institutions
in its core market. The next largest shares in the total market are 15.7% held by another locally headquartered bank
holding company and its subsidiary bank, 6.4% held by another locally headquartered bank holding company and its
subsidiary bank and 5.7% held by a substantially larger bank holding company headquartered outside of the market
with one or more branches in the market. The next largest shares in its core market are 20.3% held by another locally
headquartered bank holding company and its subsidiary bank, 7.4% held by a substantially larger bank holding
company headquartered outside of the market with one or more branches in the market, and 5.9% held by another
locally headquartered bank holding company and its subsidiary bank.

SECURITY STATE BANK OF HAMILTON

Hamilton is chartered under the laws of the State of Illinois and offers complete banking services to the
commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and personal
loans; checking, savings and time deposits; safe deposit facilities and other customer services. The largest portion
of Hamilton’s lending business is related to residential real estate loans. Hamilton’s principal service area includes
the city of Hamilton and Hancock County, Illinois and the City of Keokuk and Lee County, Iowa. Hamilton
represented approximately $517 thousand or 4.4% of the Company’s pre-consolidated net income for 2005 and $543
thousand or 6.0% in 2004, and approximately $48.0 million or 4.2% of the Company’s assets as of December 31, 2005
and $47.8 million or 4.6% as of December 31, 2004,

Hamilton’s principal banking office is located at 1111 Broadway, Hamilton, Illinois. Hamilton owns its main
banking premises in fee simple and operates two automatic teller machines located in Hamilton.

As of December 31, 2005, Hamilton had 13 full-time employees and 2 part-time employees and approximately
2,200 depositors. The population of its primary service area is approximately 20,000.
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The primary source of Hamilton’s revenue is from lending activities, which have represented on average
approximately 76% of its revenue annually for the years 2003 through 2005. Hamilton generated the following
approximate revenues from loans for the following years: $2.5 million for 2005, $2.3 million for 2004, and $2.4
million for 2003. At December 31, 2003, loans totaled $37.6 million or 78.2% of Hamilton’s total assets. Other
principal revenue sources are investment securities with approximately 10% of revenue on average, and service
charges and fees on customer accounts with approximately 8% of revenue on average.

As indicated above, Hamilton’s market inciudes the core market of Hancock County, Illinois, in which its main
office is located, and the target markets of Lee County, lowa, which borders Hancock County to the west. Hamilton
sits on the Mississippi River across from the city of Keokuk in Lee County, and there is substantial commercial
activity flowing back and forth between the two towns.

At present, Hamilton maintains a 4.0% share of its total market and 11.0% of its core market, as measured by
the deposits held by Hamilton relative to the deposits held by all FDIC-insured institutions located in such markets
as of June 30, 2005. Hamilton’s shares are the ninth largest of 19 institutions in its total market and third largest of
13 institutions in its core market. The largest shares of its total market are 12.8% and 10.9% held by financial
institutions located in Towa. The largest shares of its core market are 24.2% held by another rural Illinois bank and
21.6% held by Hamilton’s affiliate Marine Bank.

In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three, including combining Hamilton and Augusta with and into Marine Bank. The
planned consoclidations should be completed before the end of 2006.

STATE BANK OF AUGUSTA

Augusta is chartered under the laws of the State of Illinois and offers complete banking services to the
commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and personal
loans; checking, savings and time deposits; safe deposit facilities and other customer services. The largest portion
of Augusta’s lending business is reiated to the agricultural production and real estate activities of its agricultural
customers. Augusta’s principal service area includes the village of Augusta, Hancock County, a portion of
northeastern Adams County, a portion of western Schuyler County and a portion of the southwestern McDonough
County, all in [1linois. Augusta represented approximately $289 thousand or 2.5% of the Company’s pre-consolidated
net income for 2005 and $258 thousand or 2.8% in 2004, and approximately $27.0 million or 2.4% of the Company’s
assets as of December 31, 2005 and $29.1 million or 2.8% as of December 31, 2004.

Augusta’s principal banking office is located at 507 Main Street, Augusta, Illinois. Augusta owns its main
banking premises in fee simple and currently owns and operates an automatic teller machine in Augusta.

As of December 31, 2005, Augusta had 6 full-time employees and 2 part-time employees and approximately
1,200 depositors. The population of its primary service area is approximately 20,000.

The primary source of Augusta’s revenue is from lending activities, which have represented on average
approximately 72% of its revenue annually for the years 2003 through 2005. Augusta generated the following
approximate revenues from loans for the following years: $1.1 million for 2005, $1.0 million for 2004, and $1.0
million for 2003. At December 31, 2005, loans totaled $17.1 million or 63.2% of Augusta’s total assets. Other
principal revenue sources are investment securities with approximately 15% of revenue on average, and service
charges and fees on customer accounts with approximately 6% of revenue on average.

As indicated above, Augusta’s market includes the core market of Hancock County, Illinois, in which its main
office is located, and the target markets of McDonough and Schuyler counties, which border Hancock County to the
east and southeast, respectively.

At present, Augusta maintains a 2.5% share of its total market and 6.9% of its core market, as measured by the
deposits held by Augusta relative to the deposits held by all FDIC-insured institutions located in such markets as of
June 30, 2005. Augusta’s shares are the 14th largest of 22 institutions in its total market and fifth largest of 13
institutions in its core market. The largest shares of its total market are 13.7%, 13.1% and 11.6% held by other rural
Illinois banks. The largest shares of its core market are 24.2% held by another rural Illinois bank and 21.6% and
11.0% held by Augusta’s affiliates Marine Bank and Hamilton, respectively.
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In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three, inciuding combining Hamilton and Augusta with and into Marine Bank. The
planned consolidations should be completed before the end of 2006.

MARINE BANK & TRUST

Marine Bank is chartered under the laws of the State of [llinois and offers complete banking and trust services
to the commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and
personal loans; checking, savings and time deposits; trust and other fiduciary services; brokerage services and safe
deposit facilities. The largest portion of Marine Bank’s lending business is related to commercial and agricultural
customers. Marine Bank’s principal service area includes the village of Carthage and Hancock County, lllinois.
Marine Bank represented approximately $971 thousand or 8.2% of the Company’s pre-consolidated net income for
2005 and $949 thousand or 10.4% in 2004, and approximately $86.7 million or 7.6% of the Company’s assets as of
December 31, 2005 and $85.8 million or 8.2% as of December 31, 2004.

Marine Bank’s principal banking office is located at 410 Buchanan Street, Carthage, lllinois. Construction of
this facility began in August 2004, with the building completed and opened for business in October 2005. Marine
Bank owns its main banking premises in fee simple and currently owns and operates a drive-through location in
Carthage. Its former facility was donated to the Carthage Public Library District. Marine Bank also owns and
operates three automatic teller machines located in Carthage.

As of December 31, 2005, Marine Bank had 23 full-time employees and no part-time employse and
approximately 3,700 depositors. The population of its primary service area is approximately 20,000.

The primary source of Marine Bank’s revenue is from lending activities, which have represented on average
approximately 80% of its revenue annually for the years 2003 through 2005. Marine Bank generated the following
approximate revenues from loans for the following years: $4.3 million for 2005, $4.0 million for 2004, and $4.0
million for 2003. At December 31, 2005, loans totaled $71.5 million or 82.4% of Marine Bank’s total assets. Other
principal revenue sources are investment securities with approximately 4% of revenue on average, service charges
and fees on customer accounts with approximately 5% of revenue on average, and all asset management services
combined with approximately 2% of revenue on average.

As indicated above, Marine Bank’ market includes Hancock County, Illinois, in which its main office is
located. At present, Marine Bank maintains a 21.6% share of its market, as measured by the deposits held by Marine
Bank relative to the deposits held by all FDIC-insured institutions located in such markets as of June 30, 2005.
Marine Bank’s share is the second largest of 13 institutions in its market. The largest share of 24.2% is held by
another rural Illinois bank. The third largest of 11.0% is held by Hamilton, Marine Bank’s affiliate.

In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three, including combining Hamilton and Augusta with and into Marine Bank. The
planned consolidations should be completed before the end of 2006.

PERRY STATE BANK

Perry is chartered under the laws of the State of Missouri and offers complete banking services to the commercial,
industrial and agricultural areas that it serves. Services include commercial, real estate and personal loans; checking;
savings and time deposits; brokerage services, safe deposit facilities and other customer services. The largest portion
of Perry’s lending business is related to agricultural real estate loans. Perry’s principal service area includes the
towns of Perry, Monroe City, Hannibal, and Bowling Green, Missouri and the counties of Ralls, Monroe, Marion,
Audrain, and Pike, Missouri. Perry represented approximately $1.4 million or 12.2% of the Company’s pre-
consolidated net income for 2005 and $1.1 million or 11.8% in 2004 and approximately $144.1 million or 12.7% of
the Company’s assets as of December 31, 2005, and $136.1 million or 13.1% as of December 31, 2004.

Perry owns its principal banking office, which is located at 103 E. Main in Perry, Missouri, in fee simple and
currently owns and operates a full-service banking facility in each of Monroe City and Bowling Green, Missouri,
and two facilities in Hannibal, Missouri. In addition, Perry owns and operates six automated teller machines located
in Perry, Monroe City, Hannibal, and Bowling Green.
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As of December 31, 2005, Perry had 53 full-time employees and 6 part-time employees and approximately
8,200 depositors. The population of its primary service area is approximately 50,000,

The primary source of Perry’s revenue is from lending activities, which have represented on average
approximately 76% of its revenue annually for the years 2003 through 2005. Perry generated the following
approximate revenues from loans for the following years: $7.4 million for 2005, $6.3 million for 2004, and $6.1
million for 2003. At December 31, 2005, loans totaled $112.9 million or 78.3% of Perry’s total assets. Other
principal revenue sources are investment securities with approximately 8% of revenue on average, and service
charges and fees on customer accounts with approximately 10% of revenue on average.

As indicated above, Perry’s market includes the core market of Ralls County, Missouri, in which its main office
is located, and the target market of Audrain, Marion, Monroe and Pike counties, Missouri, in which it maintains
branches and which surround Ralls County.

At present, Perry maintains a 9.6% share of its total market and 50.5% of its core market, as measured by the
deposits held by Perry relative to the deposits held by all FDIC-insured institutions located in such markets as of June
30, 2005. Perry holds the second largest share out of 21 institutions in its total market. The largest share of its total
market is 12.2% held by a federally chartered bank headquartered outside of the market. The third-ranked institution
in its total market is a federally chartered bank headquartered in northeast Missouri that holds an 8.2% share. Perry
shares its core market with only one other institution, which is a state chartered bank headquartered in northeast
Missouri that holds a 49.5% share.

GOLDEN STATE BANK

Golden is chartered under the laws of the State of Illinois and offers complete banking services in the
commercial, industrial and agricultural areas which it serves. Services include commercial, real estate and personal
loans; checking, savings, and time deposits; safe deposit facilities and other customer services. The largest portion
of Golden’s lending business is related to the activities of its agricultural customers. Golden’s principal service area
includes the village of Camp Point in Adams County, a portion of southern Hancock County and a portion of western
Brown County, all in [llinois. Golden represented approximately $274 thousand or 2.3% of the Company’s pre-
consolidated net income for 2005 and $244 thousand or 2.7% in 2004, and approximately $25.6 million or 2.2% of
the Company’s assets as of December 31, 2005 and $26.3 million or 2.5% as of December 31, 2004.

Golden’s principal banking office is located at 321 Quincy Street, Golden, Illinois. Golden owns its main
banking premises in fee simple and currently owns and operates an automatic teller machine in Golden.

As of December 31, 2005, Golden had 4 full-time employees and 1 part-time employee and approximately 1,100
depositors. The population of its primary service area is approximately 20,000.

The primary source of Golden’s revenue is from lending activities, which have represented on average
approximately 55% of its revenue annually for the years 2003 through 2005. Golden generated the following
approximate revenues from loans for the following years: $889 thousand for 2005, $788 thousand for 2004, and $883
thousand for 2003. At December 31, 2005, loans totaled $13.5 million or 52.7% of Golden’s total assets. Other
principal revenue sources are investment securities with approximately 30% of revenue on average, and service
charges and fees on customer accounts with approximately 4% of revenue on average.

As indicated above, Golden’s market includes the core market of Adams County, Illinois, in which its main
office is located, and the target markets of Brown and Hancock counties, which border Adams County to the east and
north, respectively.

At present, Golden maintains a 1.2% share of its total market and 1.5% of its core market, as measured by the
deposits held by Golden relative to the deposits held by all FDIC-insured institutions located in such markets as of
June 30, 2005. Golden’s shares are the 22nd largest of 36 institutions in its total market and 15th largest of 18
institutions in its core market. The largest shares of its total market and core market are 22.3% and 29.2%, respectively,
held by its affiliate MTSB. The next largest shares are 16.6% and 20.3%, respectively, held by another locally
headquartered bank holding company and its subsidiary bank. Golden’s affiliates Marine Bank, Brown County,
Hamilton and Augusta also operate in its total market.
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In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three, including combining Golden with and into Brown County. The planned
consolidations should be completed before the end of 2006.

BROWN COUNTY STATE BANK

Brown County is chartered under the laws of the State of Illinois and offers complete banking services to the
commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and personal
loans; checking, savings and time deposits; brokerage services; safe deposit facilities and other customer services.
The largest portion of Brown County’s lending activity involves agricultural operating and real estate loans; however,
residential mortgage loans also represent a significant though lesser portion of the bank’s lending activities. Brown
County’s principal service area is the village of Mt. Sterling and Brown County, Illinois. Brown County represented
approximately $674 thousand or 5.7% of the Company’s pre-consolidated net income for 2005 and $589 thousand or
6.5% in 2004, and approximately $54.1 million or 4.8% of the Company’s assets as of December 31, 2005 and $54.9
million or 5.3% as of December 31, 2004.

Brown County’s principal banking office is located at 101 E. Main St., Mt. Sterling, Illinois. Brown County
owns the property in fee simple and owns and operates an automatic teller machine at the site.

As of December 31, 2005, Brown County had 12 full time employees and 2 part-time employees and
approximately 2,100 depositors. The population of its primary service area is approximately 10,000.

The primary source of Brown County’s revenue is from lending activities, which have represented on average
approximately 64% of its revenue annually for the years 2003 through 2005. Brown County generated the following
approximate revenues from loans for the following years: $2.4 million for 2005, $2.1 million for 2004, and $2.1
million for 2003. At December 31, 2005, loans totaled $39.7 million or 73.3% of Brown County’s total assets. Other
principal revenue sources are investment securities with approximately 15% of revenue on average, and service
charges and fees on customer accounts with approximately 10% of revenue on average.

As indicated above, Brown County’s market includes Brown County, in which its main office is located. At
present, Brown County maintains the second largest share of its market with 35.2%, as measured by the deposits held
by Brown County relative to the deposits held by all FDIC-insured institutions located in such markets as of June 30,
2003. The largest share is held by another rural [llinois bank with 43.3%. No other financial institution in the market
has a share greater than 6%.

In December 2005, the Company announced plans to consolidate its six Illinois bank affiliates from six
separately chartered banks to three, including combining Golden with and into Brown County. The planned
consolidations should be completed before the end of 2006.

FARMERS STATE BANK OF NORTHERN MISSOURI

Farmers is chartered under the laws of the State of Missouri and offers complete banking services to the
commercial, industrial and agricultural areas that it serves. Services include commercial, real estate and personal
loans; checking, savings and time deposits; brokerage services, safe deposit facilities and other customer services.
The largest portion of Farmers’ lending business is related to commercial, agricultural and real estate loans. Farmers’
principal service area includes the communities of Savannah and St. Joseph in the counties of Andrew and Buchanan,
Missouri, respectively. Farmers represented approximately $358 thousand or 3.0% of the Company’s pre-consolidated
net income for 2005 and $600 thousand or 6.6% in 2004, and approximately $83.3 million or 7.3% of the Company’s
assets as of December 31, 2005 and $81.6 million or 7.8% as of December 31, 2004,

Farmers’ principal banking office is located at 301 W. Main Street, Savannah, Missouri. The bank owns its
main banking premises in fee simple, owns and operates one full-service banking facility in St. Joseph, and leases
and operates one limited-service banking facility in St. Joseph. In addition, Farmers has four automatic teller
machines located in Savannah and St. Joseph. In September 2005, Farmers closed a branch in St. Joseph, Missouri,
due to limited activity at that facility and Farmers’ conclusion it could more efficiently serve its customers at its two
other St. Joseph locations.

17




During 2005, Farmers entered into employment contracts with five licensed securities brokers to provide, on
behalf of the bank, personal financial advisory services, including the sale of non-deposit investment products
through a national securities clearing house.

As of December 31, 2005, Farmers had 34 full-time employees and 3 part-time employees and approximately
2,700 depositors. The population of its primary service area is approximately 103,000.

The primary source of Farmers’ revenue is from lending activities, which have represented on average
approximately 76% of its revenue annually for the years 2003 through 2005. Farmers generated the following
approximate revenues from loans for the following years: $3.9 million for 2005, $3.6 million for 2004, and $2.9
million for 2003. At December 31, 2005, loans totaled $58.8 million or 70.5% of Farmers’ total assets.” Other
principal revenue sources are investment securities with approximately 10% of revenue on average, and service
charges and fees on customer accounts with approximately 9% of revenue on average.

As indicated above, Farmers® market includes the core market of the Andrew County, Missouri, in which its
Savannah office is located, and the target market of Buchanan County, Missouri, which is south of Andrew County
and encompasses the city of St. Joseph where Farmers maintains additional banking facilities. Together these
counties include the greater St. Joseph-Savannah, Missouri market, which is located approximately 60 miles north
of Kansas City, Missouri.

At present, Farmers maintains a 4.5% share of its total market and 28.6% of its core market, as measured by the
deposits held by Farmers relative to the deposits held by all FDIC-insured institutions located in such markets as of
June 30, 2005. Farmers’ shares are the ninth largest of 13 institutions in its total market and second largest of four
institutions in its core market. The largest shares of its total market are 19.2%, 19.0% and 16.0%, which are held by
two larger federally chartered banks and one state chartered bank. No other share of the total market exceeds 9%.
The largest share of its core market is 31.2%, which is held by a larger federally chartered bank. The remaining
shares are 24.9% and 15.3% and are held by institutions with which Farmers competes in Buchanan County as
well.

MID-AMERICA BANCORP, INC.

Mid-America Bancorp, Inc. (“Mid-America™), parent company of Heartland Bank (“Heartland”), is chartered
under the laws of the State of Kansas and offers complete banking services to the commercial and retail areas that it
serves. Services include commercial, real estate and personal loans; checking, savings and time deposits; and other
customer services, such as safe deposit facilities. The largest portion of Heartland’s lending business is related to the
activities of its commercial customers. Heartland’s principal service area includes greater Kansas City, primarily
Johnson County in Kansas and Jackson County in Missouri.

Mid-America became a majority-owned subsidiary of the Company in February 2004. The Company’s
ownership percentage was 55.6% (81,600 shares) as of December 31, 2005. Mid-America’s financial information has
been reported on a consolidated basis with the Company’s financial statements as of December 31, 2005. Mid-
America represented approximately $1.4 million or 11.9% of the Company’s pre-consolidated net income for 2005
and $249 thousand or 2.8% in 2004, and $123.9 miltion or 10.9% of the Company’s assets as of December 31, 2005
and $81.2 million or 7.8% as of December 31, 2004.

In March 2005, the Company purchased 5,000 additional shares of Mid-America at a cost of $623 thousand, in
June 2005 another 15,000 shares at a cost of $2.0 million, and in October 20035 another 13,600 shares at a cost of $2.0
million. These purchases were portions of new stock issuances by Mid-America totaling 58,833 shares. Other
shareholders also purchased newly issued shares during 2005, resulting in the Company’s percentage ownership of
Mid-America increasing to 55.6% as of December 31, 2005 from 54.6% as of December 31, 2004.

Heartland’s principal banking office is located at 4801 Town Center Drive, Leawood, Kansas. Heartland owns
its main banking premises in fee simple and operates an automatic teller machine located in Leawood. In June 2004,
Heartland closed and sold a branch facility located in Jewell, Kansas in order to focus its efforts on its Leawood
facility in suburban Kansas City. Effective January 1, 2006, Heartland opened a mortgage banking branch in a
leased facility in Prairie Village, Kansas, also in suburban Kansas City.
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As of December 31, 2005, Heartland had 16 full-time employees and 4 part-time employees and approximately
2,000 depositors. The population of its primary service area is approximately 1,000,000.

The primary source of Heartland’s revenue is from lending activities, which have represented on average
approximately 85% of its revenue annually for the years 2004 through 2005. Heartland generated the following
approximate revenues from loans for the following years: $6.2 million for 2005, and $3.2 million for 2004. At
December 31, 2005, loans totaled $109.1 million or 88.1% of Heartland’s total assets. Other principal revenue
sources are investment securities with approximately 8% of revenue on average, and service charges and fees on
customer accounts with approximately 3% of revenue on average.

As indicated above, Heartland’s market includes the core market of Johnson County, Kansas, in which its main
office is located, and the target market of Jackson County, Missouri, which borders Johnson County to the east and
includes Kansas City, Missouri. Together these counties include the Company’s suburban Leawood, Kansas-Kansas
City, Missouri market.

At present, Heartland holds relatively small shares of both its total market and core market with 0.4% and 0.7%,
respectively, as measured by the deposits held by Heartland relative to the deposits held by all FDIC-insured
institutions located in such markets as of June 30, 2005. The largest shares of its total market are 11.4%, 10.3% and
10.2% and are held by substantially larger, federally chartered banks with significant regional and/or national
presences. Heartland ranks 37th out of 86 FDIC-insured institutions in its total market and 26th out of 39 such
institutions in its core market, as measured by such deposits; therefore, though small, Heartland’s shares are greater
than at least one-half of the other institutions in its markets.

LENDING ACTIVITIES

Additional information regarding the Company’s lending activities, including the nature of the Company’s loan
portfolio, loan maturities, non-performing assets, allowances for loan losses and related matters, is set forth in
Management’s Discussion and Analysis of Financial Condition and Results of Operations, Item 7 of this Annual
Report, under the headings “Provision for Loan Losses,” “Loan Portfolio,” “Non-Performing Loans,” and “Potential
Problem Loans,” among others.

INVESTMENT SECURITIES ACTIVITIES

A description of the Company’s investment activities including the investment portfolio and maturities thereof
is included in Management’s Discussion and Analysis of Financial Condition and Results of Operations, Item 7 under
the heading “Investment Securities”.

SOURCES OF FUNDS

A description of the Company’s sources of funds, including deposits and borrowings, is set forth in Management’s
Discussion and Analysis of Financial Condition and Results of Operations, Item 7 under the headings “Deposits”,
“Short-term Borrowings”, and “Long-term Debt”, among others.

LAWS AND REGULATIONS APPLICABLE TO BANK HOLDING COMPANIES

General

As a registered bank holding company under the Bank Holding Company Act (the “BHC Act”), the Company
is subject to regulation and supervision by the Board of Governors of the Federal Reserve System (the “FRB”). The
FRB has the authority to issue cease and desist orders or take other enforcement action against our holding company
if it determines that our actions represent unsafe and unsound practices or violations of law. Regulation by the FRB
is principally intended to protect depositors of our subsidiary banks and the safety and soundness of the U.S. banking
system, not the stockholders of the Company.
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Limitation on Acquisitions

The BHC Act requires a bank holding company to obtain prior approval of the FRB before: (1) taking any
action that causes a bank to become a controlled subsidiary of the bank holding company; (2) acquiring direct or
indirect ownership or control of voting shares of any bank or bank holding company, if the acquisition results in the
acquiring bank holding company having control of more than 5% of the outstanding shares of any class of voting
securities of such bank or bank holding company, and such bank or bank holding company is not majority-owned by
the acquiring bank holding company prior to the acquisition; (3) acquiring all or substantially all the assets of a bank;
or (4) merging or consolidating with another bank holding company.

Limitation on Activities

The activities of bank holding companies are generally limited to the business of banking, managing or
controlling banks, and other activities that the FRB has determined to be so closely related to banking or managing
or controlling banks as to be a proper incident thereto. Bank holding companies that qualify and register as “financial
holding companies” are also able to engage in certain additional financial activities, such as securities and insurance
underwriting, subject to limitations set forth in federal law. As of December 31, 2005, the Company was not a
“financial holding company.”

Regulatory Capital Requirements

The FRB has promulgated capital adequacy guidelines for use in its examination and supervision of bank
holding companies. If a bank holding company’s capital falls below minimum required levels, then the bank holding
company must implement a plan to increase its capital, and its ability to pay dividends and make acquisitions of new
banks may be restricted or prohibited.

The FRB currently uses two types of capital adequacy guidelines for holding companies, a two-tiered risk-
based capital guideline and a leverage ratio guideline. The two-tiered risk-based capital guideline assigns risk
weightings to all assets and certain off-balance sheet items of the holding company’s banking operations, and then
establishes a minimum ratio of the holding company’s “Tier 1” capital to the aggregate dollar amount of risk-weighted
assets (which amount is almost always less than the aggregate dollar amount of such assets without risk weighting)
and a minimum ratio of the holding company’s total qualified capital (“Tier 1” capital plus “Tier 2” capital, adjusted)
to the aggregate dollar amount of such risk-weighted assets. The leverage ratio guideline establishes a minimum ratio
of the holding company’s Tier I capital to its total tangible assets, without risk-weighting.

Under both guidelines, Tier 1 capital (also referred to as core capital) is defined to include: common shareholders’
equity (including retained earnings), qualifying non-cumulative perpetual preferred stock and related surplus,
qualifying cumulative perpetual preferred stock and related surplus (limited to a maximum of 25% of Tier 1 capital),
and minority interests in the equity accounts of consolidated subsidiaries. Goodwill and most intangible assets are
deducted from Tier 1 capital.

For purposes of the total risk-based capital guideline, Tier 2 capital (also referred to as supplementary capital)
is defined to include: allowances for loan and lease losses (limited to 1.25% of risk-weighted assets), perpetual
preferred stock not included in Tier 1 capital, intermediate-term preferred stock and any related surplus, certain
hybrid capital instruments, perpetual debt and mandatory convertible debt securities, and intermediate-term
subordinated debt instruments (subject to limitations). The maximum amount of qualifving Tier 2 capital is 100%
of qualifying Tier 1 capital. For purposes of the total risk-based capital guideline, total capital equals Tier 1 capital,
plus qualifying Tier 2 capital, minus investments in unconsolidated subsidiaries, reciprocal holdings of bank holding
company capital securities, and deferred tax assets and other deductions.

The FRB’s current capital adequacy guidelines require that a bank holding company maintain a Tier 1 risk-
based capital ratio of at least 4%, a total risk-based capital ratio of at least 8%, and a Tier 1 leverage ratio of at least
4%. Top performing companies may be permitted to operate with slightly lower capital ratios, while poor performing
or troubled institutions may be required to maintain or build higher capital ratios.

On December 31, 2005 and 2004, the Company was in compliance with all of the FRB’s capital adequacy
guidelines.
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In August 2005, the Company issued $10.3 million of junior subordinated debentures to Mercantile Bancorp
Capital Trust I (the “Trust”). The Trust is a wholly-owned unconsolidated subsidiary, which was formed for the
purpose of this transaction. The Company owns all of the securities of the Trust that possess general voting powers.
In connection with the Company’s issuance of the debentures to the Trust, the Trust issued cumulative preferred
securities to a third party in a private placement offering. The Trust invested the proceeds of its issuance in the
Company’s junior subordinated debentures. In accordance with bank regulations, 25% of Tier 1 capital may be
comprised of the junior subordinated debentures owed to the Trust.

Source of Strength

FRB policy requires a bank holding company to serve as a source of financial and managerial strength to its
subsidiary banks. Under this “source of strength doctrine,” a bank holding company is expected to stand ready to
use its available resources to provide adequate capital funds to its subsidiary banks during periods of financial stress
or adversity, and to maintain resources and the capacity to raise capital that it can commit to its subsidiary banks.
Furthermore, the FRB has the right to order a bank holding company to terminate any activity that the FRB believes
is a serious risk to the financial safety, soundness or stability of any subsidiary bank.

Liability of Commonly Controlled Institutions

Under cross-guaranty provisions of the Federal Deposit Insurance Act (the “FDIA”), each bank subsidiary of a
bank holding company is liable for any loss incurred by the Federal Deposit Insurance Corporation’s insurance fund
for banks in connection with the failure of any other bank subsidiary of the bank holding company.

LAWS AND REGULATIONS APPLICABLE TO THE COMPANY’S SUBSIDIARY BANKS

General

The Company’s six subsidiary banks located in Illinois, MTSB, Augusta, Marine Trust, Hamilton, Golden, and
Brown County, are all state non-member banks. As such, they are subject to regulation and supervision by the
Illinois Department of Financial and Professional Regulation and the Federal Deposit Insurance Corporation
(“FDIC”). The Company’s two banks in Missouri, Perry and Farmers, are both state non-member banks, and are
subject to regulation and supervision by the Missouri Division of Finance and the FDIC. Heartland, the Company’s
subsidiary bank in Kansas, is a state non-member bank and is subject to regulation and supervision by the Kansas
Division of Banking and the FDIC.

These bank regulatory agencies, in addition to supervising and examining the banks subject to their authority,
are empowered to issue cease and desist orders or take other enforcement action against the banks if they determine
that the banks’ activities represent unsafe and unsound banking practices or violations of law. Regulation by these
agencies is principally designed to protect the depositors of the banks and the safety and soundness of the U.S.
banking system, not the stockholders of the banks or bank holding companies such as the Company.

Bank Regulatory Capital Requirements

The FDIC has adopted minimum capital requirements applicable to state non-member banks which are similar
to the capital adequacy guidelines established by the FRB for bank holding companies. These guidelines are
discussed above under “Laws and Regulations Applicable to Bank Holding Companies — Regulatory Capital
Requirements.”

Depending on the status of a bank’s capitalization under the applicable guidelines, federal law may require or
permit federal bank regulators to take certain corrective actions against the bank. For purposes of these laws, an
insured bank is classified in one of the following five categories, depending upon its regulatory capital:

“well-capitalized” if it has a total Tier 1 leverage ratio of 5% or greater, a Tier 1 risk-based capital ratio of
6% or greater and a total risk-based capital ratio of 10% or greater (and is not subject to any order or
written directive specifying any higher capital ratio);
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“adequately capitalized” if it has a total Tier 1 leverage ratio of 4% or greater (or a Tier | leverage ratio of
3% or greater, if the bank has a CAMELS rating of 1), a Tier 1 risk-based capital ratio of 4% or greater
and a total risk-based capital ratio of 8% or greater;

“undercapitalized” if it has a total Tier 1 leverage ratio that is less than 4% (or a Tier 1 leverage ratio that
is less than 3%, if the bank has a CAMELS rating of 1), a Tier 1 risk-based capital ratio that is less than
4% or a total risk-based capital ratio that is less than 8%,

“significantly undercapitalized” if it has a total Tier 1 leverage ratio that is less than 3%, a Tier 1 risk
based capital ratio that is less than 3% or a total risk-based capital ratio that is less than 6%; and

“critically undercapitalized” if it has a Tier 1 leverage ratio that is equal to or less than 2%.

Federal banking laws require the federal regulatory agencies to take prompt corrective action against
undercapitalized banks, that is, banks falling into any of the latter three categories set forth above.

OnDecember 31,2005 and 2004, all of the Company’s subsidiary banks were “well capitalized” under applicable
requirements.

Deposit Insurance and Assessments

The deposits of all of the Company’s subsidiary banks are insured by the FDIC’s Bank Insurance Fund, in
general up to a maximum of $100,000 per insured depositor. As a result of a recently enacted federal law, the FDIC
insurance limit for deposits held in an IR A account at an insured institution will increase later this year to a maximum
of $250,000 per account. Under federal banking law and regulations, insured banks are required to pay semi-annual
assessments to the FDIC for deposit insurance. The FDIC’s assessment system requires insured banks to pay varying
assessment rates, depending upon the level of the bank’s capital, the degree of supervisory concern over the bank,
and various other factors, including the overall levels of reserves in the FDIC’s insurance fund from time to time.

Limitations on Interest Rates and Loans to One Borrower

The rate of interest a bank may charge on certain classes of loans may be limited by state and federal law. At
certain times in the past, these limitations have resulted in reductions of net interest margins on certain classes of
loans. Federal and state laws impose additional restrictions on the lending activities of banks including, among
others, the maximum amount that a bank may loan to one borrower.

Payment of Dividends

The Company’s subsidiary banks are subject to federal and state banking laws limiting the payment of cash
dividends by banks. Typically, such laws restrict dividends to the bank’s undivided profits account or, if greater,
profits earned during the current and preceding fiscal year. In addition, under federal banking law, an FDIC-insured
institution may not pay dividends while it is undercapitalized under regulatory capital guidelines or if payment would
cause it to become undercapitalized. In addition, the FDIC has authority to prohibit or to limit the payment of
dividends by a bank if, in the banking regulator’s opinion, payment of a dividend would constitute an unsafe or
unsound practice in light of the financial condition of the banking organization.

The USA Patriot Act

The USA Patriot Act of 2001, as recently renewed and amended (the “Patriot Act”), has imposed substantial
new record-keeping and due diligence obligations on banks and other financial institutions, with a particular focus
on detecting and reporting money-laundering transactions involving domestic or international customers. The U.S.
Treasury Department has issued and will continue to issue regulations clarifying the Patriot Act’s requirements. The
Patriot Act requires all “financial institutions,” as defined, to establish certain anti-money laundering compliance
and due diligence programs, which impose significant costs on our Company and all financial institutions.
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Community Reinvestment Act

The Company’s subsidiary banks are subject to the federal Community Reinvestment Act (the “CRA”) and
implementing regulations. CRA regulations establish the framework and criteria by which the federal bank regulatory
agencies assess an institution’s record of helping to meet the credit needs of its community, including low- and
moderate-income neighborhoods. Some states have enacted their own community reinvestment laws and regulations
applicable to financial institutions doing business within their borders. A banking institution’s performance under
the federal CRA and any applicable state community reinvestment act laws is taken into account by regulators in
reviewing certain applications made by the institution, including applications for approval of expansion transactions
such as mergers and branch acquisitions.

Transactions with Affiliates

The Company’s subsidiary banks are subject to federal laws that limit certain transactions between banks and
their affiliated companies, including loans, other extensions of credit, investments or asset purchases. Among other
things, these laws place a ceiling on the aggregate dollar amount of such transactions expressed as a percentage of
the bank’s capital and surplus. Furthermore, loans and extensions of credit from banks to their non-bank affiliates,
as well as certain other transactions, are required to be secured in specified amounts. Finally, the laws require that
such transactions be on terms and conditions that are or would be offered to nonaffiliated parties. We carefully
monitor our compliance with these restrictions on transactions between banks and their affiliates.

Other Laws

Our banking subsidiaries are subject to a variety of other laws particularly affecting banks and financial
institutions, including laws regarding permitted investments; loans to officers, directors and their affiliates; security
requirements; anti-tying limitations; anti-money laundering, financial privacy and customer identity verification;
truth-in-lending; permitted types of interest bearing deposit accounts; trust department operations; brokered deposits;
and audit requirements.

LAWS GOVERNING INTERSTATE BANKING AND BRANCHING

Under federal law, a bank holding company generally is permitted to acquire additional banks located anywhere
in the United States, including in states other than the acquiring holding company’s home state. There are a few
limited exceptions to this ability, such as interstate acquisitions of newly organized banks (if the law of the acquired
bank’s home state prohibits such acquisitions), interstate acquisitions of banks where the acquiring holding company
would control more than 10% of the total amount of insured deposits in the United States, and interstate acquisitions
where the acquiring holding company would control more than 30% of the insured deposits in the acquired bank’s
home state (or any lower percentage established by the acquired bank’s home state), unless such acquisition represents
the initial entry of the acquiring holding company into the acquired bank’s home state or where the home state waives
such limit by regulatory approval or by setting a higher percentage threshold for the insured deposit limit.

Under federal law, banks generally are permitted to merge with banks headquartered in other states, thereby
creating interstate branches. The principal exception to this ability is a merger with a bank in another state that is a
newly organized bank, if the laws of the other state prohibit such mergers. Interstate bank mergers are subject to the
same type of limits on the acquiring bank and its bank affiliates controlling deposits in the acquired institution’s
home state as interstate bank acquisitions. In addition, banks may acquire one or more branches from a bank
headquartered in another state or establish de novo branches in another state, if the laws of the other state permit such
branch acquisitions or the establishment of such de novo branches.

In addition, states may prohibit interstate acquisitions, by a bank holding company controlling only out of state
banks or by an out of state bank, of an in-state bank or bank branches, if such acquisition would result in the
acquiring institution’s controlling more than a specified percentage of in-state deposits, provided such restriction
applies as well to in-state banking organizations® acquisitions within the state.
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REGULATION OF OTHER NON-BANKING ACTIVITIES.

Federal and state banking laws affect the ability of the Company or its subsidiary banks to engage, directly or
indirectly through non-bank subsidiaries or third parties, in activities of a non-traditional banking nature, such as
insurance agency, securities brokerage, or investment advisory activities. To the extent that we are authorized to
engage and do engage in such activities, we are careful to comply with the applicable banking laws, as well as any
other Jaws and regulations specifically regulating the conduct of these non-banking activities, such as the federal and
state securities laws, regulations of self-regulatory organizations such as the National Association of Securities
Dealers and state insurance laws and regulations. These laws and regulations are principally focused on protecting
customers of the Company’s subsidiaries rather than the stockholders of the Company.

SARBANES-OXLEY ACT OF 2002

On July 30, 2002, the President signed into law the Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”), which
implemented legislative reforms intended to address corporate and accounting fraud. In addition to the establishment
of anew accounting oversight board that enforces auditing, quality control and independence standards on registered
companies and their independent public accounting firms, Sarbanes-Oxley placed certain direct restrictions on the
scope of non-audit services that may be provided by accounting firms to their public company audit clients. Any
permitted non-audit services provided by an auditing firm to a public company audit client must be preapproved by
the company’s audit committee. In addition, Sarbanes-Oxley makes certain changes to the requirements for periodic
rotation of audit partners in public audit firms. Sarbanes-Oxley requires chief executive officers and chief financial
officers, or their equivalent, to certify to the accuracy of their company’s periodic reports filed with the Securities
and Exchange Commission, subject to civil and criminal penalties if they knowingly or willingly violate this
certification requirement. The Company’s Chief Executive Officer and Chief Financial Officer have signed
certifications to this Form 10-K as required by Sarbanes-Oxley. In addition, under Sarbanes-Oxley, counsel is
required to report evidence of a material violation of the securities laws or a breach of fiduciary duty by a company
to its chief executive officer or its chief legal officer, and, if such officer does not appropriately respond, to report
such evidence to the audit committee or other similar committee of the board of directors or the board itself.

Under Sarbanes-Oxley, longer prison terms will apply to corporate executives who violate federal securities
laws; the period during which certain types of suits can be brought against a company or its officers is extended; and
bonuses issued to top executives prior to restatement of a company’s financial statements are now subject to
disgorgement if such restatement was due to corporate misconduct. Executives are also prohibited from trading the
company’s securities during retirement plan “blackout™ periods, and loans to company executives (other than loans
by financial institutions permitted by federal rules and regulations) are restricted. In addition, a provision directs
that civil penalties levied by the Securities and Exchange Commission as a result of any judicial or administrative
action under Sarbanes-Oxley be deposited to a fund for the benefit of harmed investors. The Federal Accounts for
Investor Restitution provision also requires the Securities and Exchange Commission to develop methods of
improving collection rates. The legislation accelerates the time frame for disclosures by public companies, as they
must immediately disclose any material changes in their financial condition or operations. Directors and executive
officers must also provide information for most changes in their individual ownership of their company’s securities
within two business days of the change.

Sarbanes-Oxley increases the oversight of, and codifies certain requirements relating to audit committees of
public companies and how they interact with the company’s “registered public accounting firm.” Audit Committee
members must be independent and are absolutely barred from accepting consulting, advisory or other compensatory
fees from the issuer, other than normal directors fees. In addition, companies must disclose whether at least one
member of the committee is a “financial expert” (as such term is defined by the Securities and Exchange Commission)
and if not, why not. Under Sarbanes-Oxley, an independent public accounting firm is prohibited from performing
audit services for a registered company if the company’s chief executive officer, chief financial officer, comptroller,
chief accounting officer or any person serving in equivalent positions was previously employed by the audit firm and
participated in the firm’s audit of the company during the one-year period preceding the audit initiation date.
Sarbanes-Oxley also prohibits any officer or director of a company or any other person acting under their direction
from taking any action to fraudulently influence, coerce, manipulate or mislead any independent accountant engaged
in the audit of the company’s financial statements for the purpose of rendering the financial statements materially
misleading. Sarbanes-Oxley requires the Securities and Exchange Commission to prescribe rules requiring inclusion
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of any internal control report and assessment by management in the annual report to shareholders. Sarbanes-Oxley
requires the company’s registered public accounting firm that issues the audit report to attest to and report on
management’s assessment of the company’s internal controls.

CHANGES IN LAW AND REGULATION AFFECTING THE COMPANY GENERALLY

Future Legislation

Various items of legislation are from time to time introduced in Congress and state legislatures with respect to
the regulation of financial institutions. Such legislation may change our operating environment and the operating
environment of our subsidiaries in substantial and unpredictable ways. We cannot determine the ultimate effect that
potential legislation, if enacted, or implementing regulations, would have upon our financial condition or results of
operations or upon our shareholders.

Fiscal Monetary Policies

The Company’s business and earnings are affected significantly by the fiscal and monetary policies of the
federal government and its agencies. The Company is particularly affected by the policies of the FRB, which regulates
the supply of money and credit in the United States. Among the instruments of monetary policy available to the FRB
are conducting open market operations in United States government securities, changing the discount rates of
borrowings of depository institutions, imposing or changing reserve requirements against depository institutions’
deposits, and imposing or changing reserve requirements against certain borrowings by banks and their affiliates.

These methods are used in varying degrees and combinations to directly effect the availability of bank loans
and deposits, as well as the interest rates charged on loans and paid on deposits. The policies of the FRB have a
material effect on the Company’s business, results of operations and financial condition.

The references in the foregoing discussion to various aspects of statutes and regulations are merely summaries
which do not purport to be complete and which are qualified in their entirety by reference to the actual statutes and
regulations.

ITEM 1A - RISK FACTORS

Various risks and uncertainties, some of which are difficult to predict and beyond the Company’s control, could
negatively impact the Company. Adverse experience with the risks listed below could have a material impact on the
Company’s financial condition and results of operations, as well as the value of its common stock.

Changes in the domestic interest rate environment could negatively affect the Company’s net interest
income.

Interest rate risk is the risk that changes in market rates and prices will adversely affect financial condition or
results of operations. Net interest income is the Company’s largest source of revenue and is highly dependent on
achieving a positive spread between the interest earned on loans and investments and the interest paid on deposits
and borrowings. Changes in interest rates could negatively impact the ability to attract deposits, make loans, and
achieve a positive spread resulting in compression of the net interest margin.

Liquidity risk may affect the ability of the Company to meet future contractual obligations.

Liquidity risk is the risk that the Company will have insufficient cash or access to cash to satisfy current and
future financial obligations, including demands for loans and deposit withdrawals, funding operating costs, and for
other corporate purposes. Liquidity risk arises whenever the maturities of financial instruments included in assets
and liabilities differ. Results of operations could be affected if the Company were unable to satisfy current or future
financial obligations.

25



The financial services industry is highly competitive, and competitive pressures could intensify and adversely
affect the Company’s financial results.

The Company operates in a highly competitive industry that could become even more competitive as a result
of legislative, regulatory and technological changes and continued consolidation. The Company competes with other
commercial banks, savings and loan associations, mutual savings banks, finance companies, mortgage banking
companies, credit unions and investment companies. In addition, technology has lowered barriers to entry and made
it possible for non-banks to offer products and services traditionally provided by banks. Many of these competitors
have fewer regulatory constraints and some have lower cost structures.

If economic conditions worsen, the Company may suffer from credit risk and the Company’s allowance for
loan losses may not be adequate to cover actual losses.

Credit risk is the risk that loan customers or other counter-parties will be unable to perform their contractual
obligations resulting in a negative impact on earnings. Like all financial institutions, the Company maintains an
allowance for lnan losses to provide for loan defaults and non-performance. The allowance for loan losses is based
on historical loss experience as well as an evaluation of the risks associated with the loan portfolio, including the size
and composition of the portfolio, current economic conditions and geographic concentrations within the portfolio. If
the economy in the Company’s primary geographic market areas, west-central Illinois, northern Missouri and eastern
Kansas, should worsen, this may have an adverse impact on the loan portfolio. If for any reason the quality of the
portfolio should weaken, the allowance for loan losses may not be adequate to cover actual loan losses, and future
provisions for loan losses could materially and adversely affect financial results.

Changes in accounting standards may materially impact the Company’s financial statements.

From time to time, the Financial Accounting Standards Board (FASB) changes the financial accounting and
reporting standards that govern the preparation of financial statements. These changes can be hard to predict and
can materially impact how the Company records and reports financial condition and results of operations. In some
cases, it may be necessary to apply a new or revised standard retroactively, resulting in the significant restatement of
prior period financial statements.

The Company relies on other companies to provide key components of the Company’s business
infrastructure.

Third party vendors provide key components of business infrastructure such as internet connections, network
access and mutual fund distribution. These parties are beyond the Company’s control, and any problems caused by
these third parties, including their not providing their services for any reasons or their performing their services
poorly, could adversely affect the ability to deliver products and services to customers and otherwise to conduct
business.

Significant legal actions could subject the Company to substantial uninsured liabilities.

From time to time the Company is subject to claims related to operations. These claims and legal actions,
including supervisory actions by regulators, could involve large monetary claims and significant defense costs. To
protect the Company from the cost of these claims, insurance coverage is maintained in amounts and with deductibles
believed to be appropriate, but this insurance coverage may not cover all claims or continue to be available at a
reasonable cost. As a result, the Company may be exposed to substantial uninsured liabilities, which could adversely
affect results of operations and financial condition.

The Company faces operational risks, including systems failure risks.

The Company may suffer from operational risks which may create loss resulting from human error, inadequate
or failed internal processes and systems, and other external events. Losses may occur due to violations of, or
noncompliance with, laws, rules, regulations, prescribed practices, or ethical standards. In addition, the Company’s
computer systems and network infrastructure, like that used by competitors, is always vulnerable to unforeseen
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problems. These problems may arise in both internally developed systems and the systems of third-party service
providers. The Company’s operations are dependent upon the ability to protect computer equipment against physical
damage as well as security risks, which include hacking or identity theft.

The Company’s stock price can be volatile.

The Company’s stock price can fluctuate widely in response to a variety of factors, including: actual or
anticipated variations in quarterly operating results; recommendations by securities analysts; significant acquisitions
or business combinations; operating and stock price performance of other companies that investors deem comparable;
new technology used or services offered by competitors; news reports relating to trends, concerns and other issues
in the financial services industry, and changes in government regulations. Many of these factors that may adversely
affect the Company’s stock price do not directly pertain to its operating results, including general market fluctuations,
industry factors and economic and political conditions and events, including terrorist attacks, economic slowdowns
or recessions, interest rate changes, credit loss trends or currency fluctuations.

If the value of real estate in the Company’s market area were to decline materially, a significant portion of the
loan portfolio could become under-collateralized, which might have a material adverse affect on the
Company.

In addition to considering the financial strength and cash flow characteristics of borrowers, the Company often
secures loans with real estate collateral, which in each case provides an alternate source of repayment in the event of
default by the borrower. This real property may deteriorate in value during the time the credit is extended, and if it
1s necessary to liquidate the collateral securing a loan to satisfy the debt during a period of reduced real estate values,
earnings and capital could be adversely affected.

The Company may not be able to influence the activities of the banking organizations in which it owns a
minority interest.

The Company owns a minority interest in banking organizations in the Midwest and Southeast. As minority
shareholders, the Company may be unable to influence the activities of these organizations, and may suffer losses
due to these activities.

The Company is subject to the local economies where it operates, and unfavorable economic or market
conditions in these areas could have a material adverse effect on the Company’s financial condition and results
of operations.

The Company’s success depends upon the general business and economic conditions in the United States and
in its primary areas of operation in west-central Illinois, northern Missouri and eastern Kansas. Economic conditions
in the local market areas, including the agricultural prices for land and crops and commercial and residential real
estate values, may have an adverse effect on the quality of the Company’s loan portfolio and financial performance.
An economic downturn within the Company’s footprint could negatively impact household and corporate incomes.
This impact may lead to decreased demand for loan and deposit products and increase the number of customers who
fail to pay interest or principal on their loans,.

The Company may be adversely affected by government regulation.

All banks are subject to extensive federal and state banking regulations and supervision. Banking regulations
are intended primarily to protect depositors’ funds and the federal deposit insurance funds, not the shareholders.
Regulatory requirements affect lending practices, capital structure, investment practices, dividend policy and growth.
Failure to meet minimum capital requirements could result in the imposition of limitations that would adversely
impact operations and could, if capital levels dropped significantly, result in being required to cease operations.
Changes in governing law, regulations or regulatory practices could impose additional costs on the Company or
adversely affect the ability to obtain deposits or make loans and thereby hurt revenues and profitability.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM2. PROPERTIES

As of December 31, 2005, the Company’s principal office is located in a building owned and also occupied by
Mercantile Trust & Savings Bank in Quincy, [ilinois. Each of the Company’s subsidiary banks operates from a main
office, branch locations, and other offices in their respective communities. In the aggregate, the Company’s banks
have nine main offices, nine branch locations and four other offices.

The banks own all of their main offices, branches and other locations, except for four branches and two other
offices that are leased. All of the leases have initial and/or renewal terms that the Company’s management deems
adequate to accommodate its present business plans for such locations. The total net book value of the Company’s
and subsidiary banks’ investment in premises and equipment was $18.2 million as of December 31, 2005, and $16.1
million as of December 31, 2004. The increase in suchinvestment is the result primarily of Marine Bank’s construction
of a new principal banking facility in Carthage, Illinois.

ITEM3. LEGAL PROCEEDINGS

The Company and its subsidiary banks are involved in various legal actions arising from ordinary business
activities. Management believes that the liability, if any, arising from such actions will not have a material adverse
effect on the Company’s financial statements or business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2005,

ITEM 4A. EXECUTIVE OFFICERS OF REGISTRANT

The following information is provided for the Company’s executive officers as of January 1, 2006. Messrs.
Dugan and Awerkamp are also directors of the Company. The executive officers are elected annually by the Board
of Directors.

Dan S. Dugan, age 65, has served as the Chairman, President and Chief Executive Officer of the Company
since 1983 and Chairman of MTSB since 1980. Mr. Dugan served as President and CEO of MTSB from 1980 to
2005, Mr. Dugan has served as a director of the Company since 1983. He also serves as a director of each of the
Company’s subsidiaries, MTSB, Hamilton, Augusta, Marine Bank, Perry, Golden, Brown County, Farmers and Mid-
America. He also serves as director of two bank holding companies in which the Company holds a minority interest,
New Frontier Bancshares, Inc., which operates New Frontier Bank located in St. Charles, Missouri, and NorthStar
- Bancshares, Inc., which operates NorthStar Bank, N.A., located in Liberty, Missouri.

Ted T. Awerkamp, age 48, has served as Vice President and Secretary of the Company since 1994, and the
President and CEO of MTSB since 2005. He served as Executive Vice President and Chief Operating Officer of
MTSB from 1993 to 2005. Prior to that time, he served as Assistant Vice President and Vice President of MTSB and
as President of Hamilton. Mr. Awerkamp has been a member of the Board of Directors of the Company and MTSB
since 1994.

Michael P. McGrath, age 51, has served as a Vice President and Treasurer of the Company since 1986 and a
Senior Vice President and Controller of MTSB since 2002. From 1985 through 2002, he served as Vice President and
Controller of MTSB. Prior to 1985, he was a certified public accountant with the firm of Gray Hunter Stenn LLP in
Quincy, 1llinois.

Daniel J. Cook, age 50, has served as Vice President-Investments of the Company since May 2005, Senior Vice
President-Investments of MTSB since January 2002, and additionally as President of MII since January 2003. Prior
to 2002, he served as Vice President-Investments for MTSB. Before joining MTSB in 1993, Mr. Cook was Vice
President-Investments of Southwest Bank of St. Louis. He coordinates investment purchases and sales, manages
asset/liability allocations, and assists in formulating and executing investment policies for the Company and its
subsidiary banks.
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PART 11

ITEMS. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The common stock, $1.25 par value per share of the Company (the “Common Stock”), the Company’s only
capital stock, is registered under the Securities Exchange Act of 1934 and began trading on the American Stock
Exchange on February 28, 2003, under the symbol MBR. Prior to that date, the Company’s shares were traded
between shareholders and third parties either privately or through market makers utilizing the Over-the-Counter
Bulletin Board (the “OTCBB”), a regulated quotation service that displays real-time quotes, last-sale prices, and
volume information in over-the-counter equity securities. During such period, price information concerning trades
through the OTCBB was available from the OTCBB.

Based on information obtained from the American Stock Exchange and the OTCBB, the high and low bid
quotations for the Common Stock for each of the quarters of 2005 and 2004, the two last completed fiscal years of
the Company, are set forth in the table below. All such quotations reflect inter-dealer prices, without retail mark-up,
mark-down or commissions and may not necessarily represent actual transactions.

As of December 31, 2005, there were 262 record holders of the Common Stock, which includes 39 holders
whose shares are held by The Depository Trust Company, a registered clearing agency, but excludes persons or
entities holding stock in nominee or street name through various banks, brokerage houses and other institutions. The
exact number of beneficial owners is unknown to the Company at this time.

The Company’s shareholders are entitled to receive dividends when, as and if declared by the Board of Directors
out of funds legally available therefor. Funds for the payment of dividends by the Company are primarily obtained
from dividends paid to the Company by its subsidiary banks. The Company’s current policy is to pay dividends on
a quarterly basis, the amount of which is determined by the Board of Directors considering the Company’s capital
needs and other plans at the time. At present, the Company expects that comparable cash dividends will continue to
be paid in the future; however, the declaration of future dividends is in the sole discretion of the Board. There is no
assurance as to future dividends because they are dependent upon earnings, general economic conditions, the
financial condition of the Company and its subsidiary banks and other factors as may be appropriate in the Board’s
determination of dividend policy, including but not limited to, restrictions arising from federal and state banking
laws and regulations to which the Company and its banks are subject.

In February 2006, the Company announced a new dividend policy. Subject to the Board of Directors’ ongoing
assessment of the Company’s financial performance and capital needs, the Company intends to make four equal
quarterly dividend payments. Formerly, the Company made three small quarterly payments and a larger, special
year-end dividend, the amount of which was based on the Company’s net income for the entire year.

For the fiscal years 2005 and 2004, the dollar amount of the dividends paid per share of Common Stock are set
forth on the table below.

Price Range Cash Dividends

2004 High($) Low($) Declared Per Share ($)
I Quarter ... e 63.25 55.25 .06
2¥QUATETr ..o e 60.00 57.00 .06
3QuUAarter. .. 57.00 55.50 .06

AP QUAIET. . vt 56.25 55.50 .56

2005

It Quarter .. ... e 60.00 55.50 .06

27 QUATTET © vt 58.00 55.50 .06
3Quarter. . ... e 61.00 56.25 .06

A QUArTET. ittt 59.25 57.55 72
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There were the following issuer purchases of equity securities (i.e., the Company’s common stock) during the
three months ended December 31, 2005:

Masximum Approximate

Total Number of Shares Dollar Value of Shares
Purchased as Part of that May Yet Be

Fourth Quarter 2005 Total Number of Average Price Publicly Announced Plans Purchased Under the

Calendar Month Shares Purchased (1) Paid per Share (1) or Programs (2) Plans or Programs (3)
October........... 6,236 $ 58.35 6,095 $ 9,191,358
November......... 426 $§ 5831 365 $ 9,170,078
December ......... 129 $ 5822 95 $ 9,164,568

Total........... 6,791 $ 58.34 6,555

(1) Thetotal number of shares purchased and the average price paid per share include, in addition to other purchases,
shares purchased in the open market and through privately negotiated transactions by the Company’s 401(k)
Profit Sharing Plan. For the months indicated the number of shares purchased by the Plan are as follows: 141
in October, 61 in November and 34 in December.

(2) Includes only those shares that were repurchased under the Company’s publicly announced stock repurchase
program, i.e. the $10 million stock repurchase program approved by the Board on August 15, 2005 and
announced on August 17, 2005 (the “2005 Repurchase Program™). Does not include shares purchased by the
Company’s 401(k) Profit Sharing Plan.

(3) Dollar amount of repurchase authority remaining at month-end under the 2005 Repurchase Program, the
Company’s only publicly announced repurchase program in effect at such dates. The 2005 Repurchase
Program is limited to 196,368 shares (10% of the number of outstanding shares on the date the Board approved
the program), subject to adjustment, but not to exceed $10 million in repurchases.

In February 2006, the Company’s Board of Directors approved early termination of its Shareholder Rights Plan
and redemption of the rights related to the Plan. The Board determined that the Plan had served the purpose for
which it was originally implemented, to provide a measure of protection for stockholders against hostile takeover
attempts by an unaffiliated person or group that might attempt to gain control of the Company without providing all
stockholders with consideration for the full value of their holdings. The Board further believes that the current
premium to book value at which the Company’s shares trade has substantially reduced its vulnerability to under-
priced takeover attempts. As part of the termination and in accordance with the Plan, the Company redeemed the
rights held by existing shareholders. Each right had a cash redemption value of two tenths of one cent ($0.002),
and shareholders held one right for each share of stock they owned.

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data for each of the five years in the period ended December 31, 2005, have
been derived from Mercantile Bancorp, Inc.’s annual consolidated financial statements. The financial data for each
of the three years in the period ended December 31, 2005, appears elsewhere in this report. This financial data
should be read in conjunction with the financial statements and the related notes thereto appearing in this report.
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BALANCE SHEET ITEMS
Securities. . .........co ...

Total assets
Total deposits
Short-term borrowings
Long-term debt
Minority interest. ...............
Stockholders’ equity . ............

RESULTS OF OPERATIONS
Interest and dividend income
Interest expense. . ...............
Net interestincome. .............
Provision for loan losses . .........
Noninterest income. .............
Noninterest expense
Minority interest. ...............
Provision for income taxes
Net income

Capital Ratios
Total capital to risk-weighted
ASSEES .ot
Tier 1 capital to risk-weighted
assets

PER SHARE DATA
Basic earnings per share (1)
Cash dividends
Bookvalue.....................

.................

OTHER INFORMATION
Return on average assets. .........
Return on average equity
Dividend payout ratio
Net interest margin..............
Average stockholders’ equity to
average assets
Allowance for loan losses as a
percentage of total loans
Full service offices

M

Year Ended December 31,

2005 2004 2003 2002 2001
(dollars in thousands, except per share data)
165,066 $ 173,371 $ 185,093 $ 154,375 $ 188,222
3,635 3,367 4,619 25,470 26,138
857,648 768,722 637,937 582,682 487,241
8,082 7,115 5,830 4,941 4,370
1,137,824 1,040,553 906,160 832,924 771,813
946,129 873,427 758,183 684,154 635,650
32,587 21,385 14,367 19,400 13,243
51,720 49,758 48,185 49,137 50,329
7,561 3,438 263 407 355
91,488 85,982 80,034 74,860 66,247
59,780 $ 49,786 $ 46,201 $ 47,694 § 51,641
24,338 17,993 17,740 20,223 27,018
35,442 31,793 28,461 27471 24,623
2,368 1,746 2,487 3,906 2,293
8,547 7,857 8,519 8,974 7,920
27,817 25,878 22,986 22,238 20,375
648 151 43 42 31
3,652 3,557 3,153 2,707 2,315
9,504 8,318 8,311 7,552 7,529
11.75% 10.42% 11.70% 10.80% 11.90%
10.88% 9.55% 10.80% 10.00% 11.20%
9.00% 7.49% 8.00% 7.90% 7.90%
4.85 $ 4.24 $ 4.23 $ 3.85 $ 3.83
0.90 0.74 0.70 0.62 0.54
46.93 43.79 40.76 38.12 33,74
0.88% 0.83% 0.95% 0.95% 1.02%
10.59% 9.98% 10.52% 10.72% 12.04%
18.56% 17.45% 16.55% 16.10% 14.10%
3.55% 3.43% 3.50% 3.72% 3.55%
8.33% 8.34% 9.00% 8.87% 8.45%
0.94% 0.92% 0.91%% 0.81% 0.85%
18 19 18 17 16

In May 2002, the Company’s Board of Directors approved a five-for-one stock split. Share and per share data

in the selected consolidated financial information have been retroactively restated for the stock split as if it

occurred on January 1, 2001.
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ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following is management’s discussion and analysis of the financial condition and results of operations of
Mercantile Bancorp, Inc. for the years ended December 31, 2005, 2004, and 2003. It should be read in conjunction
with “Business,” “Selected Financial Data,” the consolidated financial statements and the related notes to the
consolidated financial statements.

FORWARD-LOOKING STATEMENTS

This document, including information incorporated by reference, contains “forward-looking statements” (as
that term is defined in the Private Securities Litigation Reform Act of 1995). These forward-looking statements may

LEERTY EL T LI INY

be identified by the use of such words as: “believe”, “expect”, “anticipate”, “intend”, “plan”, “estimate”, or words of
b 3
similar meaning, or future or conditional verbs such as “will,” “would,” “should,” “could,” or “may.”

Examples of forward-looking statements include, but are not limited to, estimates or projections with respect to
our future financial condition, results of operations or business, such as:

. projections of revenues, income, earnings per share, capital expenditures, assets, liabilities, dividends,
capital structure, or other financial items;

e  descriptions of plans or objectives of management for future operations, products, or services, including
pending acquisition transactions;

. forecasts of future economic performance; and
e  descriptions of assumptions underlying or relating to any of the foregoing.

By their nature, forward-looking statements are subject to risks and uncertainties. There are a number of
factors, many of which are beyond our control, that could cause actual conditions, events, or results to differ
significantly from those described in the forward-looking statements.

Factors which could cause or contribute to such differences include but are not limited to:
e  general business and economic conditions on both a regional and national level;
. worldwide political and social unrest, including acts of war and terrorism;

e  increased competition in the products and services we offer and the markets in which we conduct our
business;

. the interest rate environment;
¢  fluctuations in the capital markets, which may directly or indirectly affect our asset portfolio;

. legislative or regulatory developments, including changes in laws concerning taxes, banking, securities,
insurance and other aspects of the financial services industry;

¢  technological changes, including the impact of the Internet;

¢  monetary and fiscal policies of the U.S. Government, including policies of the U.S. Treasury and the
Federal Reserve Board; and

e  accounting principles, policies, practices or guidelines.

Any forward-looking statements made in this report or incorporated by reference in this report are made as of
the date of this report, and, except as required by applicable law, we assume no obligation to update the forward-
looking statements or to update the reasons why actual results could differ from those projected in the forward-
looking statements. You should consider these risks and uncertainties in evaluating forward-looking statements and
you should not place undue reliance on these statements.
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OVERVIEW

General

Mercantile Bancorp, Inc. is a nine-bank holding company headquartered in Quincy, {llinois with 22 banking
facilities (18 full service offices, 2 stand-alone drive-up facilities and 2 mortgage banking facilities) serving 14
communities located throughout west-central I{linois, northern Missouri, and eastern Kansas. In addition to the nine
banks includedinits consolidated group, Mercantile Bancorp has minority interests in five other banking organizations
located in Missouri, Georgia and Florida. The Company is focused on meeting the financial needs of the region by
offering competitive financial products, services and technologies. Itis engaged in retail, commercial and agricultural
banking and its core products include loans, deposits, trust and investment management. During 2005, a new
mortgage banking branch of Heartland Bank (the wholly-owned subsidiary of Mid-America Bancorp, Inc) was
opened in Prairie Village, Kansas. Also in 2005, Marine Bank & Trust completed construction of, and opened for
business in, their new banking center in Carthage, Illinois. Farmers State Bank of Northern Missouri closed a branch
in St. Joseph, Missouri, due to limited activity at that facility, along with the ability to more efficiently serve its
customers at its two other St. Joseph locations.

In December 2005, the Company announced plans to consolidate the six Illinois bank affiliates from six
separately chartered banks to three. The plan calls for combining Security State Bank of Hamilton and the State
Bank of Augusta with and into Marine Bank & Trust located in Carthage. Additionally, Golden State Bank located
in Golden will be consolidated with and into Brown County State Bank located in Mt. Sterling. The mergers of the
banks will be accounted for using a treatment similar to the pooling of interest method of accounting. The planned
consolidation should be completed before the end of 2006. The Company expects these mergers to improve
efficiencies in its operations through reductions in administrative, regulatory and compliance costs, which in turn
will allow the Company to devote greater resources to providing quality products and customer service.

In January 2006, the Company’s Board of Directors approved a three-for-one stock split and in connection with
the split, an amendment to the Company’s Certificate of Incorporation to reduce the $1.25 par value per share of
common stock of the Company by one-third to $0.4167 par value per share. The Board of Directors further directed
that the amendment be submitted for consideration by the stockholders at the Company’s annual meeting in May
2006. If the amendment is approved by the stockholders, the Company will execute and submit to the Delaware
Secretary of State for filing prior to or on the date of the stock split, a Certificate of Amendment of the Certificate of
Incorporation providing for the amendment to be effective simultaneously with the stock split. On the effective date,
each of the presently authorized shares, $1.25 par value per share (including all issued and outstanding, unissued and
treasury shares), will be changed into shares with a par value of $0.4167 per share for each share held at that time.
Share and per share data in the consolidated financial statements and notes will be retroactively restated during 2006
for the stock split after it has been effected.

On March 17, 2006, NorthStar reached a definitive agreement to sell its outstanding capital stock (including the
Company’s 19.6% equity interest) to Enterprise Financial Services Corp. (“Enterprise”) of Clayton, Missouri in a
cash and stock transaction, subject to shareholder and regulatory approvals. The sale of the Company’s equity
interest is valued at approximately $6.6 million. The balance ofthe equity method investment and related unamortized
core deposit intangible totaled approximately $3.8 million as of December 31, 2005. This transaction is expected to
close the second or third quarter of 2006. The amount of the cash and value of Enterprise stock received in the
transaction in excess of the unamortized cost will be recorded as a gain in the quarter the transaction closes. It is
anticipated the Enterprise stock received will be recorded as a cost method investment of the Company.

Our Strategy

The Company’s board of directors has adopted a strategic plan calling for building upon the Company’s
successful track record in its market areas by applying its business philosophies and taking advantage of the
competitive opportunities management believes are presented by the underallocation of resources by larger regional
banks to serve small- to medium-sized businesses effectively. The Company believes its community bank philosophy
emphasizing personalized service and long-term relationships, which is generally not offered by larger competitors,
will be successful in its target markets. The strategic plan is focused on significantly improving the core profitability
of the franchise by emphasizing, among other things, balance sheet growth, balance sheet repositioning to increase
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net interest margin, cross-selling to enhance noninterest income, and maintaining strong asset quality. To monitor
its effectiveness in achieving the goals of the strategic plan, the Company is focused on the following key performance
indicators: earnings per share, growth in loans and total assets, net interest margin, noninterest income as a percentage
of total revenue, and nonperforming loans and net charge-offs as percentages of total loans. Management believes
that investments made in infrastructure, as well as the ability to offer a variety of financial services in addition to
traditional loan and deposit products will allow the Company to successfully expand.

Although the strategic plan has been developed, the Company acknowledges that its goals may be difficult to
achieve due to the fact that many of its competitors are well-established, larger financial institutions with substantially
greater resources and lending limits, such as Bank of America, US Bank and Commerce Bank. These institutions
offer some services, such as extensive and established branch networks and trust services that the Company either
does not provide, or does not provide to the same extent as these other institutions. In addition, many non-bank
competitors are not subject to the same extensive federal regulations that govern bank holding companies and
federally insured banks. Other concerns that could produce a negative impact on profitability include unanticipated
fluctuations in interest rates, reductions in loan volume, decline in asset quality, inability to attract and retain
experienced bank management and deteriorating economic conditions.

Improving Core Profitability

The strategic plan is focused on improving the core profitability of the franchise, specifically as measured by
earnings per share. Earnings per share for the years ended December 31, 2005, 2004, and 2003 were $4.85, $4.24,
and $4.23, respectively. Management believes that the improvement in profitability and earnings per share will be
accomplished through the following initiatives.

Growth

The Company’s primary objective has been to grow the organization in the markets it currently serves, which
are predominantly rural communities. However, the Company also is engaged in an effort to diversify its business
by expanding into urban areas that are not so dependent on the agricultural economy. In this regard, the Company
has acquired equity interests in several banking organizations located in larger cities or suburban communities near
larger cities. In 2005, the Company purchased additional shares of Mid-America Bancorp, Inc. of Leawood, Kansas
(a suburb of Kansas City), increasing its majority interest to 55.6% as of December 31, 2005. Also in 2003, the
Company purchased additional shares of its two equity method investments, New Frontier Bancshares, Inc. of St.
Charles, Missouri (a suburb of St. Louis), increasing ownership to 36.5% as of December 31, 2005, and NorthStar
Bancshares, Inc. of Liberty, Missouri (a suburb of Kansas City), increasing ownership to 19.6% as of December 31,
2005. In addition, the Company acquired an equity interest in another banking organization in 2005, a 1.6%
ownership in Premier Bancshares, Inc. of Jefferson City, Missouri. The Company has a 5.0% interest in GBC
Bancorp, Inc. of Lawrenceville, Georgia (a suburb of Atlanta), acquired in 2001, and a 5.0% interest in Integrity Bank
of Jupiter, Florida (located near West Palm Beach), acquired in 2003. Management feels that these investments offer
the Company excellent potential for growth in value, as they are located in more densely populated, higher growth
areas.

The Company’s total assets have grown from $771.8 million at December 31, 2001 to $1.1 billion at December
31, 2005. The Company believes that as it continues to grow it will be able to take advantage of the economies of
scale typically enjoyed by larger organizations. For example, most large institutions have a lower efficiency ratio
than do community banks. The Company’s planned mergers of its [1linois banks, from six separate charters to three,
is expected to improve efficiencies through reduction of overhead costs. Management feels that the investments
made in infrastructure and product offerings are sufficient to support a much larger organization, and thus increases
in noninterest expenses going forward should be lower than its proportional increase in assets and revenues. The
effect of these trends going forward should have a positive impact on profitability.

Balance Sheet Repositioning

Although the Company has been successful in developing business in its markets in west-central Illinois and
northeast Missouri, management feels that the potential for continued growth in these areas is not as strong as urban
and suburban areas that are less dependent upon the agricultural economy, and as a result, has pursued diversification
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over the past several years by acquiring equity interests in banks located in or near larger metropolitan areas. In
addition, the Company has utilized the relationships established with these banks to purchase commercial, residential
real estate and commercial real estate loan participations, which serves to increase the volume of loans as well as
diversifying the geographic concentration in the loan portfolio. The Company believes that by expanding beyond its
traditional markets, it will have the opportunity to improve the proportion of loans on the balance sheet relative to
earning assets. With continued emphasis on loan growth as well as opportunities to restructure liabilities to reduce
the cost of funds, the Company expects to see an increase in net interest margin that would result in a higher level of
profitability. In order to achieve the increase in net interest margin, management focuses on increasing average
loans as a percentage of total assets, average earning assets as a percentage of total assets, and average earning assets
as a percentage of interest-bearing liabilities. The Company’s average loans to total assets increased from 72.9% as
of December 31, 2004 to 74.9% as of December 31, 2005. Average earning assets to total assets decreased slightly
from 92.8% as of December 31, 2004 to 92.6% as of December 31, 2005. Average earning assets to interest-bearing
liabilities increased from 112.8% as of December 31, 2004 to 113.2% as of December 31, 2005.

Increase Cross-Selling

In addition to enhancing noninterest income, the Company believes its residential mortgage banking and trust
and investment management departments will continue to provide substantial opportunities to cross-sell among the
client bases of the different lines of business. The Company has been successful in cross-selling loan and deposit
products to mortgage banking and trust customers, as well as selling trust and investment management products to
existing bank customers. To build on this success, management has instituted training programs to further enhance
cross-selling efforts and continue to develop ways to create incentive for employees to cross-sell services. The
Company’s goal is to generate noninterest income of 10% to 20% of total revenue. Noninterest income to total
revenue was 12.5% for the year ended December 31, 2005 and 13.6% for the year ended December 31, 2004,

In January 2005, MTSB hired a new trust officer who is operating out of an office located in the New Frontier
facility in St. Charles, Missouri. Management believes that this is an opportunity to increase noninterest income by
providing trust services, as well as cross-selling other bank products, to a larger and rapidly growing market, and that
the commitment to high-quality, personalized service will enable the Company to compete effectively with existing
providers in the area. As of December 31, 2005, this office has generated approximately $6.5 million in assets under
management. Additionally, marketing efforts targeted at area lawyers and estate planning professionals have created
the potential for increased estate and trust fees in the future.

During 2005, Farmers entered into employment contracts with five licensed securities brokers to provide, on
behalf of the bank, personal financial advisory services, including the sale of non-deposit investment products
through a national securities clearing house. Compensation for each broker is based on a percentage of the
commissions generated on the sale of the investment securities. In addition, Farmers has also entered into advanced
compensation agreements with the brokers, whereby the bank prepays commissions in three installments over a
period of six years.  The bank has recorded payments made under the agreements totaling approximately $768
thousand in “other assets”, which is being amortized to other noninterest expense as earned. The brokers are
responsible for repayment of a proportionate share of the advance if the brokers are no longer employed by the bank
during any period for which an advanced payment was made. Additional advanced compensation payments will be
approximately $375 thousand in 2008 and 2011. Management is confident that this strategy of employing experienced
brokers with an existing customer base will be a significant source of fee income from the brokerage operation, as
well as providing an excellent opportunity to cross-sell the brokerage customers into other banking products and
services. Revenue generated from the brokerage operation at Farmers totaled $58 thousand in 2005, due to the
brokers building their book of business and addressing the operational aspects of opening a new office. Management
feels that in 2006 and beyond, the brokers will be able to devote full attention to sales and adv1sory services, which
has the potential to be an additional source of revenue for the Company.

Asset Quality

The Company has placed great emphasis on maintaining strong asset quality. Inaddition to the use of traditional
credit measures, a quarterly review of each subsidiary bank’s loan portfolio is performed by a team of employees
independent of the lending function to assist in strengthening the credit review process and setting performance
benchmarks in the areas of nonperforming assets, charge-offs, past dues, and loan documentation. The results of this
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continued focus on asset quality are evidenced by the non-performing loans and non-performing other assets ratio of
.64% as of December 31, 2005 and .66% as of December 31, 2004. Net charge-offs to average total loans were .17%
for the year ended December 31, 2005 and .13% for the year ended December 31, 2004.

Results of Operations

The Company generates the majority of its revenue from interest on loans, income from investment securities
and service charges on customer accounts. These revenues are offset by interest expense paid on deposits and other
borrowings and noninterest expense such as administrative and occupancy expenses. Net interest income is the
difference between interest income on earning assets, such as loans and securities, and interest expense on liabilities,
such as deposits and borrowings, which are used to fund those assets. Net interest margin is determined by dividing
net interest income by average interest-earning assets. Interest and dividend income is the largest source of revenue,
representing 87% of total revenue during 2005 and 86% of total revenue during 2004. The level of interest rates and
the volume and mix of earning assets and interest-bearing liabilities impact net interest income and margin.

The low interest rate environment prior to June 30, 2004 had a negative impact on net interest margin, as
maturing assets repriced at lower rates more rapidly than maturing liabilities. The Federal Reserve began increasing
the target federal funds rate on June 30, 2004, which the Company had positioned itself to benefit from by having
more assets subject to repricing at the higher rates than the liabilities funding those assets. While the Company did
see improvement in net interest margin in 2005, the improvement was not as significant as anticipated, due to the
shift in spread between long-term and short-term rates. That spread, using the 10-year Treasury note as the long-
term benchmark and the federal funds target rate as short-term, was approximately 390 basis points in June 2004,
but had dropped to approximately 35 basis points by December 2005, creating a relatively flat yield curve. The
impact of the flat yield curve was a compression of net interest margin, as more assets are tied to the long end of
curve, while more liabilities are tied to the short end. Rates on residential mortgage loans, in particular, remained
low relative to deposit and borrowing rates. Despite this challenging rate environment, the Company was able to
increase net interest income largely due to growth in the volume of earning assets (primarily loans), with the ability
to take advantage of the higher rate environment also contributing to the increase. Net interest margins were 3.55%,
3.43%, and 3.50%, for the years ended December 31, 2005, 2004, and 2003, respectively.

Management believes that interest rates will continue to trend upward early in 2006 before leveling off, and that
the Company is still positioned to take advantage of this environment as more of its assets reprice at higher rates. The
Company’s strategy is to increase net interest income by aggressively monitoring its asset base for opportunities to
improve yields, by continuing to focus on loan growth and loan and securities repricing opportunities, while
monitoring liabilities to limit increases in cost of funds by considering alternative funding sources. The Company
plans to continue its growth, both internally and through acquisitions, by utilizing management’s underwriting and
credit administration skills to generate high-quality loans. Funding for this loan growth will be provided primarily
by attracting additional deposits in the Company’s local markets, but alternative sources, such as brokered deposits,
repurchase agreements and Federal Home Loan Bank advances, will be considered if competitive pressures drive the
cost of local deposits too high.

Net income was $9.5 million, $8.3 million, and $8.3 million for the years ended December 31, 2005, 2004 and
2003, respectively. Net income for the year ended December 31, 2005 was $9.5 million, an increase of $1.2 million or
14.4% from $8.3 million for 2004, The main factors contributing to the increase in net income in 2005 were a $3.6
million increase in net interest income and a $690 thousand increase in noninterest income, offset somewhat by a
$622 thousand increase in provision for loan losses, a $1.9 million increase in noninterest expense, a $497 thousand
increase in minority interest and a $95 thousand increase in provision for income taxes. Basic earnings per share
were $4.85, $4.24, and $4.23 for the years ended December 31, 2005, 2004, and 2003, respectively.

Financial Condition

Total assets at December 31, 2005 were $1.1 billion compared with $ 1.0 billion at December 31, 2004, an
increase of § 97.3 million or 9.3%, primarily attributable to growth of the loan portfolio. Total loans, including loans
held for sale, at December 31, 2005 were $861.3 million compared with $772.1 million at December 31, 2004, an
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increase of $89.2 million or 11.6%. Total deposits at December 31, 2005 were $946.1 million compared with $873.4
million at December 31, 2004, an increase of $72.7 million or 8.3%. Total stockholders’ equity at December 31, 20035
was $91.5 million compared with $86.0 million at December 31, 2004, an increase of $5.5 million or 6.4%.

The Company’s growth in its loan portfolio was the primary factor contributing to the increase in net income
in 2005. The quality of the loan portfolio has improved, with the ratio of non-performing loans and nonperforming
other assets to total loans. declining, and the allowance for loan losses, as a percentage of total loans, increasing
slightly as of December 31, 2005, compared with December 31, 2004. Nonperforming loans and nonperforming
other assets to total loans decreased .02% to .64% of loans as of December 31, 2005 from .66% of loans as of
December 31, 2004. The allowance for loan losses, as a percentage of total loans, increased to .94% as of December
31, 2005 from .92% as of December 31, 2004. The provision for loan losses increased $622 thousand to $2.4 million
for 2005 from $1.7 million for 2004. Interest rate risk exposure is actively managed and relatively low, and the
Company believes it will be able to effectively respond to changes in the interest rate environment in order to
enhance net interest margin.

Capital

As of December 31, 2005 and 2004, the Company and each of its subsidiary banks was categorized as well-
capitalized under the capital adequacy guidelines established by the bank regulatory agencies. It is management’s
opinion that the healthy capital base, as evidenced by the well-capitalized positions of each of the subsidiaries, puts
the Company in excellent position to take advantage of future growth and acquisition opportunities.

Return on Equity and Assets

The following are key financial ratios for the Comapany for the years ended December 31:

2005 2004 2003
Return on assets (net income divided by average total assets) ................. 0.88% 0.83%  0.95%
Return on equity (net income divided by averageequity)..................... 10.59%  9.98% 10.52%
Dividend payout ratio (dividends per share divided by net income per share. . . . .. 18.56% 17.45% 16.55%
Equity to assets ratio (average equity divided by average total assets). .......... 833%  8.34%  9.00%

Summary of Banking Subsidiaries and Cost and Equity Method Investments

The Company’s consolidated income is generated primarily by the financial services activities of its subsidiaries.
Since the Company was established in 1983, it has acquired seven wholly owned banks, two majority-owned banks,
and minority interests in five other unconsolidated banking organizations. The following table illustrates the
amounts of net income contributed by each of the consolidated subsidiaries (on a pre-consolidation basis) since
January 1, 2003, less purchase accounting adjustments.

12/31/2005
Date Ownership Pre-consolidated Net Income
Subsidiary Acquired  Percentage 2005 2004 2003

(dollars in thousands)

Mercantile Trust & Savings Bank .. 4/15/83  100.00% § 5,849 497% $4,578 50.4% $5,048 56.1%

Security State Bank of Hamilton...  8/30/88 92.75% 517 4.4% 543 6.0% 595 6.6%
State Bank of Augusta . .......... 6/04/90  100.00% 289 2.5% 258 2.8% 292 3.3%
Marine Bank & Trust............ 4/02/91  100.00% 971 8.2% 949  10.4% 1,209  13.4%
Perry State Bank................ 10/04/94  100.00% 1,441  12.2% 1,074  11.8% 882 9.8%
Golden State Bank .............. 12/07/97  100.00% 274 2.3% 244 2.7% 225 2.5%
Brown County State Bank ........ 12/07/97  100.00% 674 5.7% 589 6.5% 537 6.0%
Farmers State Bank of

Northern Missouri ........... 10/04/99  100.00% 358 3.0% 600 6.6% 209 2.3%
Mid America Bancorp, Inc. ....... 2/28/04 55.60% 1,407  12.0% 249 2.8%
Total ......................... $11,780 100.0% $9.084 100.0% $ 8,997 100.0%
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In March 2005, the Company purchased 5,000 additional shares of Mid-America at a cost of $623 thousand, in
June 2005 another 15,000 shares at a cost of $2.0 million, and in October 2005 another 13,600 shares at a cost of $2.0
million. These purchases were portions of new stock issuances by Mid-America totaling 58,833 shares. Other
shareholders also purchased newly issued shares during 2005, resulting in the Company’s percentage ownership of
Mid-America increasing to 55.6% as of December 31, 2005.

The following table details the Company’s equity method investments in common stock of other banking
organizations that are not consolidated with the Company and in which the Company owns a 5% or greater equity

interest:

O] )]
New Frontier Bancshares, NorthStar Bancshares,
Inc. Inc.
Number of Number of
Date Shares Cost Shares Cost
(dollars in thousands)
7/10/00 12,000 $ 1,320
10/09/01 40,000 $ 680
2/01/02 43,000 731
8/27/02 2,300 300
1/03/03 4,100 500
5/08/03 3,600 450
6/23/03 3,396 424
7/02/03
8/29/03
10/17/03 67,000 1,172
12/22/03 15,000 263
1/13/05 3,937 984
6/01/05 63,392 1,261
8/10/05 3,314 829
Original Cost (3). .. ....... $ 4,807 $ 4,107
Carrying value as of
12/31/05. ... ..ol 32,647 $ 4,024 228,392 $ 3,081
Ownership Percentage as of
123005.............. 36.5% 19.6%

(1) New Frontier Bancshares, Inc. is a privately held bank holding company located in St. Charles, Missouri, with
total assets of $122,354 as of December 31, 2005,

(2) NorthStar Bancshares, Inc. is a privately held bank holding company located in Liberty, Missouri, with total
assets of $192,608 as of December 31, 2005.

(3) Includes gross core deposit intangibles.
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The following table details the Company’s cost method investments in common stock of other banking
organizations that are not consolidated with the Company:

0] A 2) ()]
GBC Bancorp, Inc. Integrity Bank Premier Bancshares, Inc.
Number of Number of Number of
Date Shares Cost Shares Cost Shares Cost

(dollars in thousands)

12/21/01 82,460 $ 1,155

12/02/03 69,500 $ 695

11/29/05 25,000 $ 1,000

12/14/05 12,500 500
Total as of 12/31/05...... .. 82,460 $1,155 69,500 § 695 37,500 $ 1,500

Ownership Percentage as of
12731005 .. ...l 5.0% 5.0% 1.6%

(1) GBC Bancorp, Inc. is a publicly held bank holding company located in Lawrenceville, Georgia, with total
assets of $380,152 as of December 31, 2005.

(2) Integrity Bank is a privately held start-up bank located in Jupiter, Florida which commenced operations as of
September 30, 2004. Integrity Bank had total assets of $73,640 as of December 31, 2005.

(3) Premier Bancshares, Inc. is a privately held bank holding company located in Jefferson City, Missouri, with
total assets of $741,718 as of December 31, 2005.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company are in accordance with accounting principles generally
accepted in the United States of America and conform to general practices within the banking industry. The
Company’s significant accounting policies are described in detail in the notes to the Company’s consolidated financial
statements for the year ended December 31, 2005 and 2004. The preparation of financial statements in conformity
with accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions. The financial position and results of operations can be affected by these estimates and
assumptions and are integral to the understanding of reported results. Critical accounting policies are those policies
that management believes are the most important to the portrayal of the Company’s financial condition and results,
and they require management to make estimates that are difficult, subjective, or complex.

Allowance for Loan Losses — The allowance for loan losses provides coverage for probable losses inherent in
the Company’s loan portfolio. Management evaluates the adequacy of the allowance for loan losses each quarter
based on changes, if any, in underwriting activities, the loan portfolio composition (including product mix and
geographic, industry or customer-specific concentrations), trends in loan performance, regulatory guidance and
economic factors. This evaluation is inherently subjective, as it requires the use of significant management estimates.
Many factors can affect management’s estimates of specific and expected losses, including volatility of default
probabilities, rating migrations, loss severity and economic and political conditions. The allowance is increased
through provisions charged to operating earnings and reduced by net charge-offs.

The Company determines the amount of the allowance based on relative risk characteristics of the loan portfolio.
The allowance recorded for commercial loans is based on reviews of individual credit relationships and an analysis
of the migration of commercial loans and actual loss experience. The allowance recorded for homogeneous consumer
loans is based on an analysis of loan mix, risk characteristics of the portfolio, fraud loss and bankruptcy experiences,
and historical losses, adjusted for current trends, for each homogeneous category or group of loans. The allowance
for loan losses relating to impaired loans is based on the loan’s observable market price, the collateral for certain
collateral-dependent loans, or the discounted cash flows using the loan’s effective interest rate.
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Regardless of the extent of the Company’s analysis of customer performance, portfolio trends or risk management
processes, certain inherent but undetected losses are probable within the loan portfolio. This is due to several factors
including inherent delays in obtaining information regarding a customer’s financial condition or changes in their
unique business conditions, the judgmental nature of individual loan evaluations, collateral assessments and the
interpretation of economic trends. Volatility of economic or customer-specific conditions affecting the identification
and estimation of losses for larger non-homogeneous credits and the sensitivity of assumptions utilized to establish
allowances for homogeneous groups of loans are among other factors. The Company estimates a range of inherent
losses related to the existence of the exposures. The estimates are based upon the Company’s evaluation of imprecision
risk associated with the commercial and consumer allowance levels and the estimated impact of the current economic
environment.

REVENUE RECOGNITION

Income on interest-earning assets is accrued based on the effective yield of the underlying financial instruments.
A loan is considered to be impaired when, based on current information and events, it is probable the Company will
not be able to collect all amounts due. The accrual of interest income on impaired loans is discontinued when there
is reasonable doubt as to the borrower’s ability to meet contractual payments of interest or principal.

Income recognized on service charges, trust fees, commissions, and loan gains is recognized based on
contractual terms and are accrued based on estimates, or are recognized as transactions occur or services are
provided. Income from the servicing of sold loans is recognized based on estimated asset valuations and transaction
volumes. While these estimates and assumptions may be considered complex, the Company has implemented controls
and processes to ensure the reasonableness of these accruals.

EFFECT OF INFLATION

The effect of inflation on a financial institution differs significantly from the effect on an industrial company.
While a financial institution’s operating expenses, particularly salary and employee benefits, are affected by general
inflation, the asset and liability structure of a financial institution consists largely of monetary items. Monetary
items, such as cash, loans and deposits, are those assets and liabilities that are or will be converted into a fixed
number of dollars regardless of changes in prices. As a result, changes in interest rates have a more significant impact
on a financial institution’s performance than does general inflation. For additional information regarding interest
rates and changes in net interest income see “Selected Statistical Information.”

RESULTS OF OPERATIONS
Summary

2005 versus 2004

The Company reported net income of $9.5 million for the year ended December 31, 2005, an increase of $1.2
million or 14.4% from $8.3 million for 2004. Basic earnings per share for the year ended December 31, 2005 increased
to $4.85 from $4.24 in 2004. The main factors contributing to the increase in net income in 2005 were an increase in
net interest income of $3.6 million and an increase in noninterest income of $690 thousand, offset somewhat by an
increase in provision for loan losses of $622 thousand, an increase in noninterest expense of $1.9 million, an increase
in minority interest of $497 thousand and an increase in provision for income taxes of $95 thousand.

The 2005 increase in net interest income of $3.6 million was the result of an increase in interest income of $10.0
million, partially offset by an increase in interest expense of $6.4 million. The increase in net interest income was
largely due to growth in interest-earning assets, primarily loans. However, the Company also benefited from the
higher interest rate environment created when the Federal Reserve began increasing rates in June 2004. The net
interest margin increased to 3.55% for the year ended December 31, 2005 compared to 3.43% for 2004. Management
believes that interest rates will continue to trend upward early in 2006 before leveling off, and that the Company is
positioned to take advantage of this environment as more of its assets reprice at higher rates.
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The 2005 increase in provision for loan losses of $622 thousand was primarily attributable to an increase of
$464 thousand in net charge-offs in 2003, as well as overall growth of the loan portfolio. The additional charge-offs
in 2005 were largely a result of deteriorating credit quality of several large commercial borrowers, along with an
increase inindividual bankruptcy filings. Although net charge-offs increased, the Company’s ratio of non-performing
loans to total loans held steady at .58% as of December 31, 2004 and 2005. Management feels that it has adequately
reserved for any potential losses in the loan portfolio, and expects both charge-offs and the ratio of non-performing
loans to total loans to trend downward. This expectation is due to healthy economies showing signs of continued
growth in the Company’s market areas, and the Company’s ability to utilize its underwriting and credit administration
skills to generate high-quality loans.

The 2005 increase in noninterest income of $690 thousand was primarily due to increases in fiduciary activities
of $240 thousand, other service charges and fees of $132 thousand and other noninterest income of $286 thousand.
The increase in fiduciary activities was due to growth in assets under management of the Company’s trust departments
from $439 million as of December 31, 2004 to $458 million as of December 31, 2005, as well as additional executor
fees generated in 2005. The increase in other service charges and fees was attributable to growth in interchange
revenue from debit card transactions, as well as an increase in brokerage and financial advisory service fees. The
increase in other noninterest income was primarily due to a non-recurring commission negotiated in a new contract
with a customer check vendor in October 2005, as well as increased commissions on the sales of checks and other
customer service items during the year.

The 2005 increase in noninterest expense of $1.9 million was largely due to increases in salaries and employee
benefits of $755 thousand, net occupancy expense of $574 thousand, and other noninterest expense of $447 thousand.
The increase in salaries and employee benefits was due to cost of living adjustments, additional expense due to Mid-
America’s inclusion in the consolidated financial statements for the full year in 2005, increased employee medical
insurance expense and a nonrecurring increase in 2005 to the liability for post-retirement benefits. The increase in
net occupancy expense was primarily due to the impact of a nonrecurring charge related to an adjustment in the
write-off period of leasehold improvements made to certain facilities to match the original lease terms. The increase
in other noninterest expense was due to additional expenses as a result of Mid-America’s inclusion in the consolidated
financial statements for the full year in 2005.

The 2005 increase in minority interest of $497 thousand was attributable to the improvement in Mid-America’s
pre-consolidated net income, which increased from $249 thousand in 2004 to $1.4 million in 2005.

The 2005 increase in provision for income taxes of $95 thousand was primarily due to an increase in net income
before taxes offset somewhat by a nonrecurring credit to income tax expense in September 2005 due to increasing
the effective tax rate utilized to inventory deferred tax assets of Mid-America. This credit resulted in an effective
tax rate of 27.8% for 2005 compared to 30.0% for 2004.

The Company’s return on average assets was .88%, .83%, and .95% for the years ended December 31, 2005,
2004, and 2003, respectively, and return on average equity was 10.59%, 9.98%, and 10.52% for the years ended
December 31, 2005, 2004, and 2003, respectively.

2004 versus 2003

The Company reported net income of $ 8.3 million for year ended December 31, 2004, an increase of §7
thousand or .1% from $ 8.3 million for 2003. Basic earnings per share for the year ended December 31, 2004 increased
slightly to $4.24 from $4.23 in 2003. The main factors contributing to the increase in net income in 2004 were an
increase in net interest income of $3.3 million and a decrease in provision for loan losses of $741 thousand, offset
somewhat by a decrease in noninterest income of $662 thousand, an increase in noninterest expense of § 2.9 million
and an increase in provision for income taxes of $404 thousand.

The Company’s February 2004 purchase of additional common stock of Mid-America Bancorp, Inc. resulted
in majority ownership, and the Company has consolidated Mid-America into its financial statements effective
February 29, 2004. Therefore, the Company’s results of operations for the year ended December 31, 2004 include
Mid-America’s results of operations for the period March 1, 2004 through December 31, 2004. During this period,
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Mid-America generated pre-consolidated net income of approximately $249 thousand, of which approximately $112
thousand is included in minority interest in the consolidated statement of income for the year ended December 31,
2004.

The 2004 increase in net interest income of $ 3.3 million was the result of an increase in interest income of $3.6
million, partially offset by an increase in interest expense of $253 thousand. Although the Federal Reserve began
increasing interest rates on June 30,2004, there was an insufficient volume of assets repricing to generate improvement
in net interest margin, which decreased to 3.43% for the year ended December 31, 2004 compared to 3.50% for 2003.
Growth in interest-earning assets, primarily loans, more than offset the decline in net interest margin, resulting in
the improvement in net interest income in 2004,

The 2004 decrease in provision for loan losses of $741 thousand was primarily attributable 10 a decline of $661
thousand in net charge-offs in 2004, as well as a decrease in the ratio of non-performing loans to total loans from
.81% as of December 31, 2003 to .58% as of December 31, 2004.

The 2004 decrease in noninterest income of $662 thousand was primarily due to a decrease in net gains on loan
sales of $815 thousand, partially offset by an increase in customer service fees of $131 thousand and an increase in
income on equity method investments of $187 thousand. The decrease in net gains on loan sales reflects the continued
slow-down in mortgage loan refinancing from 2003 levels, and is a revenue source that will vary from year to year
based on the interest rate environment. The gains on loan sales are expected to continue at the 2004 levels due to the
rising interest rate environment. Approximately $92 thousand of the increase in customer service fees was due to the
consolidation of Mid-America in 2004, with the remainder largely due to the fees generated by the Company’s
overdraft protection program for demand deposit customers. This program produced an increase in fee income in
both 2003 and 2004, and appears to be leveling off to provide a stable source of revenue. Management feels that its
fees for overdraft protection and other deposit products are in line with the banking industry in general, reducing
competitive pressures from other banks, and that these fees will continue to provide a stable source of revenue. The
increase in income on equity method investments was the result of the banking organizations in which the Company
is invested becoming profitable for the first time in late 2003 and 2004, and management anticipates continued
improvement in profitability of these investments in the future.

The 2004 increase in noninterest expense of $2.9 million was largely due to an increase in salaries and employee
benefits of $2.2 million and an increase in other noninterest expense of $1.0 million, offset somewhat by a decrease
in amortization of mortgage servicing rights of $353 thousand. Approximately $1.0 million of the increase in salaries
and employee benefits was attributable to the consolidation of Mid-America in 2004. Another $275 thousand of this
increase was due to a nonrecurring adjustment of the discount rate from 8.00% to 6.25% used to determine the
liability for the salary continuation agreements the Company maintains for three executive officers. The remainder
of the increase was due primarily to cost-of-living increases in salaries and employee benefits. Approximately $469
thousand of the increase in other noninterest expense was attributable to the consolidation of Mid-America in 2004,
with the remainder primarily due to increases in marketing expense and amortization of core deposit intangibles.
The marketing expense was incurred as part of the strategy to attract additional deposit accounts and is expected to
continue as the Company competes with other institutions for funding sources to support loan growth. The
amortization of core deposit intangibles is related to the Company’s equity method investments and the acquisition
of Mid-America and will continue over the 10-year estimated life of the intangible assets. The decrease in amortization
of mortgage servicing rights reflects the slow-down in mortgage loan pre-payments as a result of the rising interest
rate environment experienced in the second half of 2004.

The 2004 increase in provision for income taxes of $404 thousand was primarily due to an increase in net
income before taxes offset somewhat by a reduction of federally tax-exempt securities income which resulted in an
increase in the provision for income taxes as a percent of income before taxes of 30.0% for 2004 compared to 27.5%
for 2003,

Earning Assets, Sources of Funds, And Net Interest Margin

Net interest income represents the amount by which interest income on interest—earning assets, including
securities and loans, exceeds interest expense incurred on interest—bearing liabilities, including deposits and other
borrowed funds. Net interest income is the principal source of the Company’s earnings. Interest rate fluctuations, as
well as changes in the amount and type of interest-earning assets and interest-bearing liabilities, combine to affect
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net interest income. Changes in the amount and mix of interest-earning assets and interest—bearing liabilities are
referred to as a “volume change” and changes in yields earned on interest-earning assets and rates paid on interest-
bearing deposits and other borrowed funds are referred to as a “rate change.”

Selected Statistical Information
The following tables contain information concerning the consolidated financial condition and operations of the
Company for the years, or as of the dates, shown. All average information is provided on a daily average basis.

CONSOLIDATED AVERAGE BALANCE SHEETS

The following table shows the consolidated average balance sheets, detailing the major categories of assets and
liabilities, the interest income earned on interest-earnings assets, the interest expense paid for interest-bearing
liabilities, and the related interest rates:

At
December
31 Years Ended December 31, .
2005 2005 2004 2003
Average Income/ Yield/  Average Income/ Yield/ Average Income/ Yield/
Yield/Cost Balance Expense Rate Balance  Expense Rate Balance  Expense Rate
(dollars in thousands)
Assets
Interest-bearing demand
deposits. . ................ 3.90% $ 11,796 $ 358 3.03% $ 8,317 $ 170 2.04% $ 5,647 $ 188 333%
Federal fundssold............. 4.12% 4,461 134 3.00% 5,798 84 1.45% 5,759 50 0.87%
Securities:
Taxable
U.S. treasuries and
government
agencies ......... 4.07% 6,665 219 3.29% 3,932 152 3.87% 9,960 381 3.83%
Mortgage-backed
securities . ........ 4.44% 55,067 2,316 4.21% 72,532 2,869 3.96% 84,232 3,747 4.45%
Other securities ....... 4.01% 61,530 2,256 3.67% 63,685 2,128 3.34% 33,633 307 2.40%
Total taxable . .. ... 123,262 4,791 3.89% 140,149 5,149 3.67% 127,825 4,935 3.86%
Non-taxable - State and
political
subdivisions (3). ... 3.30% 46,635 1,775 3.81% 39,917 1,553 3.89% 41,937 1,942 4.63%
Loans (net of unearned discount)
M. 6.78% 806,955 52,487 6.50% 728,388 42,571 5.84% 629,067 38,811 6.17%
Federal Home Loan Bank stock . . 3.75% 5,287 235 ﬂ% 4,895 259 ﬁ% 3,819 275 Zﬂ%
Total interest-earning assets
() P $ 998,396 $ 59,780 5.99% $ 927,464 $ 49,786 5.37% §$ 814,054 $ 46,201 é;_6_8_°o
Cash & due frombanks .. .......... $ 23,387 $ 22,752 $ 19,844
Premises and equipment ........... 17,301 15,857 12,596
Foreclosed assets held for sale, net . . . 509 729 1,044
Equity method investment in common
stock. . ... 6,433 4,702 5,218
Cost method investment in common
stock. .. ... 1,849 1,849 1,502
Interest receivable ................ 7,040 6,295 6,244
Cash surrender value of life insurance 15,617 15,026 14,377
Allowance for loanloss ............ (7,513) (6,766) (5,383)
Other........................... 14,939 11,572 7,963
Total Assets.............. $1,077,958 $ 999,480 $ 877,459
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At

December
31 Years Ended December 31,
2005 2005 2004 2003

Average Income/ Yield/  Average Income/ Yield/  Average Income/ Yield/
Yield/Cost Balance Expense Rate Balance  Expense Rate Balance  Expense Rate

(dollars in thousands)

Liabilities
Interest-bearing transaction
deposits ... ... 1.35%  $ 110,763 $ 1,066 0.96% $ 110,643 $ 516 047% $ 90,269 $ 303 0.34%
Savings deposits. .......... 1.30% 54,372 536 0.99% 45,409 240 0.53% 44,520 329 0.74%
Money-market deposits . . . .. 2.47% 100,227 1,925 1.92% 96,682 905 0.94% 90,301 904 1.00%
Time and brokered time
deposits .............. 3.65% 544,096 17,658 3.25% 498,288 13,815 2.77% 433,474 13,696 3.16%
Short-term borrowings. . .. .. 3.55% 22,272 676 3.04% 19,801 286 1.449% 16,413 233 1.42%
Long-termdebt. ........... 4.98% 50,011 2,477 4.95% 51,281 2,231 ﬁ% 49,459 2,275 ﬂ%
Total interest-bearing
liabilities ............. 3 881,741 $ 24,338 g% $ 822,104 $ 17,993 ﬁ% $ 724,436 $ 17,740 ﬁ%
Demand deposits .......... $ 93,450 $ 85,197 § 68,744
Interest payable ........... 2,828 2,113 2,039
Other liabilities. .. ......... 4,783 3,552 2,850
Minority interest .......... 5,386 3,149 381
Stockholders’ equity ....... 89,770 83,365 79,009
Total Liabilities and
Stockholders’
Equity............... $ 1,077,958 $ 999,480 $ 877,459
Interestspread ................... 3.23% 3.18% 3.23%
Net interestincome ............... $ 35,442 $ 31,793 $ 28,461
Net interest margin. . .............. 3.55% 3.43% 3.500,

Interest-earning assets to interest-
bearing liabilities. . . ........... 113.23% 112.82% 112.37%

(1) Non-accrual loans have been included in average loans, net of unearned discount
(2) Includes loans held for sale

(3) The tax exempt income for state and political subdivisions is not recorded on a tax equivalent basis
CHANGES IN NET INTEREST INCOME

Rate/Volume Analysis

The following table presents the extent to which changes in interest rates and changes in the volume of interest-
earning assets and interest-bearing liabilities have affected the Company’s interest income and interest expense
during the periods indicated. Information is provided in each category with respect to: (1) changes attributable to
changes in volume (changes in volume multiplied by prior rate); (2) changes attributable to changes in rate (changes

. in rate multiplied by prior volume); and (3) the net change. The changes attributable to the combined impact of
volume and rate have been allocated proportionally to the change due to volume and the change due to rate.
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Years Ended December 31, 2005, 2004, and 2003

Year 2005 vs. 2004 Change Year 2004 vs. 2003 Change
Average Average Total Average Average Total
Volume Yield/Rate Change Volume Yield/Rate Change

(dollars in thousands)
Increase (decrease) in interest

income:
Interest-bearing bank deposits ...  § 87 $ 101 $ 188 $§ 70 $ 88) § (18)
Federal fundssold............. 23) 73 50 - — 34 34

Investment securities:
U.S. Treasuries and

Agencies............... 93 (26) 67 (233) 4 (229)
Mortgage-backed
securities .............. (725) 172 (553) (488) (390) (878)
States and political
subdivisions (1} ......... 256 (34) 222 (90) (299) (389)
Other securities .. .......... (74) 202 128 918 403 1,321
Loans (net of unearned
discounts). . ............... 4,845 5,071 9,916 5,886 (2,126) 3,760
Federal Home Loan Bank
stock. ... ...l 20 (44) (24) 67 (83) (16)
Change in interest income (1). ...... 4,479 5,515 9,994 6,130 (2,545) 3,585
Increase (decrease) in interest
expense:
Interest-bearing transaction
deposits .................. 1 549 550 78 135 213
Savings deposits . ............. 55 241 296 6 95) (89)
Money-market deposits. ........ 34 986 1,020 62 (61) 1
Time and brokered time
deposits ... ..o 1,346 2,497 3,843 1,910 (1,791) 119
Short-term borrowings ......... 40 350 390 49 4 53
Long-termdebt............... (56) 302 246 82 (126) (44)
Change in interest expense. ........ 1,420 4,925 6,345 2,187 (1,934) 253

Increase (decrease) in net interest
income (1) ................... § 3,059 $§ 590 §$ 3,649 $ 3,943 § (611) § 3332

(1)  The tax exempt income for state and political subdivisions is not recorded on a tax equivalent basis.

2005 versus 2004

Average earning assets increased 7.6% or $70.9 million to $998.4 million during the year ended December 31,
2005 from the December 31, 2004 average balance of $927.5 million. The average balance of loans increased 10.8%
or $78.6 million to $807.0 million during 2005 from the December 31, 2004 average balance of $728.4 million.
Approximately $34 million of the growth in average loan balances was generated at Mid-America, which is one of
the Company’s more rapidly growing subsidiaries, with the remainder attributable to steady growth at the other
subsidiary banks. Management believes that loan growth will continue at these levels, through both new acquisitions
and growth at its subsidiary banks as the economy improves, and particularly as Mid-America gains market share in
the greater Kansas City area. The average balance of U.S. treasury and government agency securities increased
69.5% or $2.8 million to $6.7 million during 2005 from the December 31, 2004 average balance of $3.9 million. The
average balance of mortgage-backed securities decreased 24.1% or $17.4 million to $55.1 million during 2005 from
the December 31, 2004 average balance of $72.5 million. The average balance of other securities, primarily
collateralized mortgage obligations, decreased 3.4% or $2.2 million to $61.5 million during 2005 from the December
31, 2004 average balance of $63.7 million. The average balance of nontaxable state and political subdivision securities
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increased 16.8% or $6.7 million to $46.6 million during 2005 from the December 31, 2004 average balance of $39.9
million. The overall reduction in average balances of investment securities allowed the Company to shift more of its
assets into the higher yields available in the loan portfolio, while the purchase of additional U.S. treasury and
government agency securities and nontaxable state and political subdivision securities in 2005 reflected the attractive
yields and cash flow characteristics of those securities relative to other investment opportunities.

The balance of interest-bearing liabilities averaged $881.7 million at December 31, 2005, an increase of $59.6
million or 7.3% from the December 31, 2004 average balance of $822.1 million. The average balance of savings
deposits increased 19.7% or $9.0 million to $54.4 million during 2005 from the December 31, 2004 average balance
of $45.4 million. The average balance of time and brokered time deposits increased 9.2% or $45.8 million to $544.1
million during 2005 from the December 31, 2004 average balance of $498.3 million. Approximately $21 million of
the growth in average time and brokered time deposits was generated at Mid-America, which is one of the Company’s
more rapidly growing subsidiaries, with the remainder attributable to steady growth at the other subsidiary banks.
Lesser increases were experienced in the average balances of interest-bearing transaction deposits, money market
deposits and short-term debt, with a slight decrease in long-term debt.

The balance of noninterest-bearing demand deposits averaged $93.5 million at December 31, 2005, an increase
of $8.3 million or 9.7% from the December 31, 2004 average balance of $85.2 million. Mid-America accounted for
approximately $2.6 million of the increase in 2005, with the remainder due to successful deposit promotions at the
Company’s other subsidiary banks.

Management is confident it can continue to attract additional deposits in the future by researching its customer
base and designing products to fit their needs, as well as monitoring interest rates to minimize cost while maintaining
a competitive position in its markets. Mid-America, in particular, is expected to increase its deposit base significantly
as it gains market share in the greater Kansas City area.

The Company’s net interest margin expressed as a percentage of average earning assets was 3.55% for the year
ended December 31, 2005 an increase of 12 basis points from 3.43% in 2004. The interest spread, expressed as the
difference between yield on average earning assets and the cost of average interest-bearing liabilities, was 3.23% for
the year ended December 31, 2005, an increase of 5 basis points from 3.18% for the same period in 2004.

Interest income increased $10.0 million or 20.1% to $59.8 million for the year ended December 31, 2005, as
compared to interest income of $49.8 million for the year ended December 31, 2004. The increase in interest income
is due to growth of average interest-earning assets, primarily loans, plus an increase in yields. The average yield on
interest-earning assets increased 62 basis points to 5.99% for the year ended December 31, 2005 as compared to
5.37% for 2004. The higher interest rate environment created when the Federal Reserve began increasing rates in
June 2004 allowed the Company to reprice assets in order to generate improvement in yields for the year ended
December 31, 2005.

Interest expense increased $6.3 million or 35.3% to $24.3 million for the year ended December 31, 2005 as
compared to interest expense of $18.0 million for the year ended December 31, 2004. The increase in interest
expense is attributable primarily to the growth in the average balance of time and brokered time deposits, with
minimal growth in other interest-bearing liability categories, as well as an increase in the rates paid on all interest-
bearing liabilities. The increase in rates paid on liabilities for 2005 was consistent with the increase in general
market rates as dictated by the Federal Reserve. The average rate paid on interest-bearing liabilities rose 57 basis
points to 2.76% for 2005 as compared to 2.19% for 2004.

Net interest income increased $3.6 million or 11.5% for the year ended December 31, 2005 to $35.4 million from
$31.8 million for the same period in 2004. For the year ended December 31, 2005, the average yield on interest-
earning assets increased 62 basis points compared to the same period in 2004, but was partially offset by an increase
of 57 basis points in the average rate paid on interest-bearing liabilities. The net increase in interest spread of 5 basis
points, along with growth in interest-earning assets, primarily loans, allowed for the improvement in net interest
income.

Management believes that net interest income will continue to improve, through growth of interest-earning
assets, as well as increases in net interest margin. Interest rates are expected to continue trending upward early in
2006 before leveling off, and the Company is positioned to take advantage of this environment by having interest-
earning assets reprice at higher rates more rapidly than interest-bearing liabilities.
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2004 versus 2003

Average earning assets increased 13.9% or $113.4 million to $927.5 million during the year ended December
31, 2004 from the December 31, 2003 average balance of $814.1 million. The average balance of loans increased
15.8% or $99.3 million to $728.4 million during 2004 from the December 31, 2003 average balance of $629.1 million.
Approximately $51 million of the increase in average loan balances as of December 31, 2004 was due to the
consolidation of Mid-America Bancorp, Inc., with the remainder attributable to steady growth at the other subsidiary
banks. The average balance of U.S. government agency securities decreased 60.5% or $6.1 million to $3.9 million
during 2004 from the December 31, 2003 average balance of $10.0 million. The average balance of mortgage-backed
securities decreased 13.9% or $11.7 million to $72.5 million during 2004 from the December 31, 2003 average
balance of $84.2 million. The average balance of other securities, primarily collateralized mortgage obligations,
increased 89.4% or $30.1 million to $63.7 million during 2004 from the December 31, 2003 average balance of $33.6
million. The purchase of additional collateralized mortgage obligations in 2004 reflected the attractive yields and
cash flow characteristics of those securities relative to other investment opportunities.

The balance of interest-bearing liabilities averaged $822.1 million at December 31, 2004, an increase of $97.7
million or 13.5% from the December 31, 2003 average balance of $724.4 million. The average balance of interest-
bearing transaction deposits increased 22.6% or $20.3 million to $110.6 million during 2004 from the December 31,
2003 average balance of $90.3 million. The average balance of time and brokered time deposits increased 15.0% or
$64.8 million to $498.3 million during 2004 from the December 31, 2003 average balance of $433.5 million. The
consolidation of Mid-America accounted for approximately $3.8 million of the increase in interest-bearing transaction
deposits, and approximately $29.6 million of the increase in time and brokered time deposits as of December 31,
2004. The remainder of the increase in deposits was due to the success of new and re-designed deposit products at
the Company’s subsidiary banks, which were implemented to fund loan growth as well as reduce overall funding
costs. Lesser increases were experienced in the average balances of savings deposits, money market deposits, short-
term debt and long-term debt.

The balance of noninterest-bearing demand deposits averaged $85.2 million at December 31, 2004, an increase
of $16.5 million or 23.9% from the December 31, 2003 average balance of $68.7 million. The consolidation of Mid-
America accounted for approximately $7.7 million of the increase as of December 31, 2004, with the remainder due
to successful deposit promotions at the Company’s subsidiary banks.

The Company’s net interest margin expressed as a percentage of average earning assets was 3.43% for the year
ended December 31, 2004 a decrease of 7 basis points from 3.50% in 2003. The interest spread, expressed as the
difference between yield on average earning assets and the cost of average interest-bearing liabilities, was 3.18% for
the year ended December 31, 2004, a decrease of 5 basis points from 3.23% for the same period in 2003.

Interest income increased $3.6 million or 7.8% to $49.8 million for the year ended December 31, 2004, as
compared to interest income of $46.2 million for the year ended December 31, 2003. The increase in interest income
is due to growth of average interest-earning assets, primarily loans, partially offset by a decline in yields. The
average yield on interest-earning assets fell 31 basis points to 5.37% for the year ended December 31, 2004 as
compared to 5.68% for 2003. Although the Federal Reserve began increasing interest rates on June 30, 2004, there
was an insufficient volume of assets repricing to generate improvement in yields for the year ended December 31,
2004. Growth in the average balance of loans, due in part to the consolidation of Mid-America, more than offset the
impact of the decline in yields.

Interest expense increased $253 thousand or 1.4% to $18.0 million for the year ended December 31, 2004 as
compared to interest expense of $17.7 million for the year ended December 31, 2003. The increase in interest
expense is attributable to the growth in the average balance of all interest-bearing liabilities, primarily time and
brokered time deposits, due in part to the consolidation of Mid-America, as well as an increase in the rates paid on
interest-bearing transaction deposits. The decline in rates paid on all other categories of deposits, as well as long-
term debt, partially offset the increase in interest expense attributable to changes in volume. The average rate paid
on interest-bearing liabilities fell 26 basis points to 2.19% for 2004 as compared to 2.45% for 2003.
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Net interest income increased $3.3 million or 11.7% for the year ended December 31, 2004 to $31.8 million from
$28.5 million for the same period in 2003. For the year ended December 31, 2004, the average yield on interest-
earning assets decreased 31 basis points compared to the same period in 2003, but was partially offset by a decrease
of 26 basis points in the average rate paid on interest-bearing liabilities. Growth in interest-earning assets, primarily
loans, allowed for the improvement in net interest income.

PROVISION FOR LOAN LOSSES

The provision for loan losses, which is a current charge against income, represents an amount which management
believes is sufficient to maintain an adequate allowance for known and probable losses. In assessing the adequacy of
the allowance for loan losses, management considers the size and quality of the loan portfolio measured against
prevailing economic conditions, regulatory guidelines, and historical loan loss experience and credit quality of the
portfolio. When a determination is made by management to charge off a loan balance, such write-off is charged
against the allowance for loan losses.

2005 versus 2004

The provision for loan losses increased $622 thousand to $2.4 million for the year ended December 31, 2005
from $1.7 million for the year ended December 31, 2004. Net charge-offs increased to $1.4 million for the year ended
December 31, 2005 from $937 thousand for the year ended December 31, 2004. The increase in both provision for
loan losses and net charge-offs were largely a result of deteriorating credit quality of several large commercial
borrowers along with an increase in individual bankruptcy filings. Total non-performing loans increased to $5.0
million as of December 31, 2005, from $4.5 million as of December 31, 2004. However, the ratio of non-performing
loans to total loans held steady at .58% as of December 31, 2004 and 2005. Despite the increases in net charge-offs
and non-performing loans, management believes that overall asset quality remains strong and the reserves for
potential loan losses are adequate.

2004 versus 2003

The provision for loan losses decreased $741 thousand to $1.7 million for the year ended December 31, 2004
from $2.5 million for the year ended December 31, 2003. Net charge-offs decreased to $937 thousand for the year
ended December 31, 2004 from $1.6 million for the year ended December 31, 2003. The decrease in both provision
for loan losses and net charge-offs were attributable to stronger performance in the agricultural sector of the economy,
as favorable weather conditions in the 2004 growing season produced improved crop yields, as well as management’s
continuing efforts to tighten underwriting standards following losses incurred in prior years. Total non-performing
loans decreased to $4.5 million as of December 31, 2004, from $5.2 million as of December 31, 20603. The ratio of
non-performing loans to loans decreased to .58% at December 31, 2004, from .81% at December 31, 2003.

NONINTEREST INCOME

2005 versus 2004

Total noninterest income increased $690 thousand or 8.8% for the year ended December 31, 2005 to $8.5
million from $7.9 million for the year ended December 31, 2004. The increase in 2005 was primarily due to increases
in fiduciary activities of $240 thousand, other service charges and fees of $132 thousand and other noninterest
income of $286 thousand. As a percentage of total income, total noninterest income was 12.5% and 13.6% for the
years ended December 31, 2005, and 2004, respectively.

Income from fiduciary activities increased $240 thousand or 14.4% for the year ended December 31, 2005 to
$1.9 million from $1.7 million for the year ended December 31, 2004. The majority of this increase was attributable
to growth in assets under management of the Company’s trust departments from $439 million as of December 31,
2004 to $458 million as of December 31, 2005. This growth was due to new customers, as well as additional
investment assets for existing customers, plus increases in market value of existing assets. The most significant
growth occurred in professionally managed investment accounts (primarily endowment and organizational accounts).
Many of these were previously custodial accounts, but in 2005 engaged the Company to provide investment
management services as well. The fee structure for investment management services is greater than that for custodial

48




services, and the Company believes these accounts will continue to provide a stable source of fee income in the
future, with the potential for growth from new customers. The Company also saw growth in fees from executor
appointments in 2005. While executor fees are generally one-time events following the death of a client, the Company
believes that this source of revenue will continue to grow due to the Company’s success in developing future executor
appointments in client wills. The growth in both assets under management and executor fees was enhanced by the
trust office in St. Charles, Missouri, which opened in February 2005, and the Company expects this office to be a
substantial source of new business in the future.

Other service charges and fees increased $132 thousand or 14.4% for the year ended December 31, 2005 to $1.1
million from $919 thousand for the year ended December 31, 2004. Approximately $50 thousand of this increase was
due to growth in interchange income from debit and credit card activity, as more banking transactions are converted
from paper-based checks to electronic point-of-sale purchases. Fees from brokerage and financial advisory services
increased approximately $70 thousand for the year ended December 31, 2005 compared to 2004, primarily due to the
establishment of a brokerage and financial advisory operation at the Farmers branch in St. Joseph, Missouri in 2005.
From June through September of 2005 Farmers entered into employment contracts with five licensed securities
brokers to provide personal financial advisory services, including the sale of non-deposit investment products
through a national securities clearing house. Compensation for each broker is based on a percentage of the
commissions generated on the sale of investment securities. From the time of their employment until the end of 2005,
the brokers were building their book of business and addressing the operational aspects of opening a new office.
Management feels that in 2006 and beyond, the brokers will be able to devote full attention to sales and advisory
services, which has the potential to be a significant source of revenue for the Company.

Other noninterest income increased $286 thousand or 154.6% for the year ended December 31, 2005 to $471
thousand from $185 thousand for the year ended December 31, 2004. Approximately $175 thousand of this increase
was due to a nonrecurring commission negotiated in a new contract with a customer check vendor in October 2005.
Another $40 thousand of the increase was attributable to higher commissions on the sale of checks and other customer
service items, primarily due to growth in the number of accounts maintained at the subsidiary banks.

2004 versus 2003

Total noninterest income decreased $662 thousand or 7.8% for the year ended December 31, 2004 to $7.9
million from $8.5 million for the year ended December 31, 2003, The decrease in 2004 was due to a reduction in net
gains on loan sales of $815 thousand, partially offset by increases in customer service fees of $131 thousand and
income on equity method investments in common stock of $187 thousand. As a percentage of total income, total
noninterest income was 13.6% and 15.6% for the years ended December 31, 2004, and 2003, respectively.

Net gains on loan sales decreased $815 thousand or 61.0% for the year ended December 31, 2004 to $521
thousand from $1.3 million for the year ended December 31, 2003. The decrease reflected a slow-down in mortgage
refinancing from 2003 levels. This revenue source will fluctuate based on the interest rate environment. Net gains
on loan sales, as a component of total noninterest income, was 6.6% and 15.7% for the years ended December 31,
2004 and 2003, respectively. Customer service fees increased $131 thousand or 4.0% for the year ended December
31, 2004 to $3.4 million from $3.3 million for the year ended December 31, 2003. Approximately $92 thousand of
the increase in customer service fees was due to the consolidation of Mid-America in 2004, with the remainder
largely due to the fees generated by the Company’s overdraft protection program for demand deposit customers. This
program produced an increase in fee income in both 2003 and 2004, and appears to be leveling off to provide a stable
source of revenue.

Income on equity method investments in common stock was $187 thousand for the year ended December 31,
2004 compared to a loss of $216 thousand for the year ended December 31, 2003. As of December 31, 2004, the
Company’s equity method investments were New Frontier Bancshares, Inc. and NorthStar Bancshares, Inc. Prior to
its consolidation in the Company’s financial statements effective in February 2004, Mid-America was also included
in the equity method investments. All of these organizations are engaged in relatively new operations, and none
generated positive income prior to 2003.
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NONINTEREST EXPENSE

2005 versus 2004

Total noninterest expense increased $1.9 million or 7.5% for the year ended December 31, 2005 to $27.8 million
from $25.9 million for the year ended December 31, 2004. As a percentage of total income, total noninterest expense
was 40.7% and 44.9% for the years ended December 31, 2005 and 2004, respectively.

Salaries and employee benefits increased $755 thousand or 5.0% for the year ended December 31, 2005 to $15.9
million, from $15.2 million for the year ended December 31, 2004. Approximately $200 thousand of this increase
was due to Mid-America’s inclusion in the consolidated financial statements for the full year in 2005, compared to a
partial year in 2004, Another $203 thousand of the increase was the result of a nonrecurring adjustment recorded in
2005 lowering the discount rate from 7.25% to 5.50% used to determine the liability for post-retirement benefits.
Another $150 thousand of the increase was due to higher employee medical insurance expense as inflation in health
care costs continued to surpass general inflationary trends. These increases for 2005 were partially offset by a
nonrecurring adjustment of $275 thousand in 2004 to decrease the discount rate from 8.00% to 6.25% used to
determine the liability for the salary continuation agreements the Company maintains for three executive officers.
The remainder of the 2005 increase was due primarily to cost-of-living increases in salaries and employee benefits.
Of the total increase in salaries and employee benefits for the year ended December 31, 2005 of $755 thousand,
approximately $423 thousand or 56% was attributable to officers, and $332 thousand or 44%, was attributable to
non-officers. On average, salaries of officers increased approximately 4% and salaries of non-officers increased
approximately 3%. As a percent of average assets, salaries and employee benefits decreased to 1.48% for the year
ended December 31, 2005, compared to 1.52% for the year ended December 31, 2004. The Company had 326 full-
time equivalent employees at December 31, 2005 and 307 full-time equivalent employees at December 31, 2004, an
increase of 19 full-time equivalent employees.

Net occupancy expense increased $574 thousand or 38.6% for the year ended December 31, 2005 to $2.1 million
from $1.5 million for the year ended December 31, 2004, Approximately $425 thousand of this increase was
attributable to the impact of a nonrecurring charge related to an adjustment in the write-off period of leasehold
improvements made to certain facilities to match the original lease terms, with the remainder due to increases in
building maintenance and service contract expense.

Other noninterest expense increased $447 thousand or 8.8% for the year ended December 31, 2005 to $5.5
million from $5.1 million for the year ended December 31, 2004, Approximately $120 thousand of this increase was
attributable to Mid-America’s inclusion in the consolidated financial statements for the full year in 2005, compared
to a partial year in 2004. Another $100 thousand of the increase was due to additional donations expense, primarily
the donation of Marine Bank’s former bank building to the public library district in Carthage, Illinois, with the
remainder due to increases in marketing expense and amortization of core deposit intangibles for the year ended
December 31, 2005. ‘

2004 versus 2003

Total noninterest expense increased $2.9 million or 12.6% for the year ended December 31, 2004 to $25.9
million from $23.0 million for the year ended December 31, 2003. As a percentage of total income, total noninterest
expense was 44.9%, and 42.0% for the years ended December 31, 2004 and 2003, respectively.

Salaries and employee benefits increased $2.2 million or 17.0% for the year ended December 31, 2004 to $15.2
million, from S13.0 million for the year ended December 31, 2003. Approximately $1.0 million of this increase was
attributable to the consolidation of Mid-America for the period March 1, 2004 through December 31, 2004. Another
$275 thousand of this increase was due to an adjustment in 2004 of the discount rate from 8.00% to 6.25% used to
determine the liability for the salary continuation agreements the Company maintains for three executive officers.
The remainder of the increase was due primarily to cost-of-living increases in salaries and employee benefits. Of the
total increase in salaries and employee benefits for the year ended December 31, 2004 of $2.2 million, approximately
$1.3 million or 58% was attributable to officers, and $925 thousand or 42%, was attributable to non-officers. On
average, salaries of officers increased approximately 4% and salaries of non-officers increased approximately 3%.
As a percent of average assets, salaries and employee benefits increased to 1.52% for the year ended December 31,
2004, compared to 1.48% for the year ended December 31, 2003. The Company had 307 full-time equivalent
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employees at December 31, 2004 and 294 full-time equivalent employees at December 31, 2003, an increase of 13
full-time equivalent employees. The consolidation of Mid-America included 17 full-time equivalent employees as of
December 31, 2004.

Net occupancy expense increased $195 thousand or 15.1% for the year ended December 31, 2004 to $1.5 million
from $1.3 million for the year ended December 31, 2003. Approximately $123 thousand of this increase was’
attributable to the consolidation of Mid-America for the period March 1, 2004 through December 31, 2004 with the
remainder due to increases in building maintenance and service contract expense.

Professional fees increased $295 thousand or 31.1% for the year ended December 31, 2004 to $1.2 million from
$948 thousand for the year ended December 31, 2003. Approximately $44 thousand of this increase was attributable
to the consolidation of Mid-America for the period March 1, 2004 through December 31, 2004 with the remainder
primarily due to costs associated with the Company’s application for registration of its common stock with the
Securities and Exchange Commission.

Loss on foreclosed éssets decreased $286 thousand or 68.1% for the year énded December 31, 2004 to $134
thousand from $420 thousand for the year ended December 31, 2003. The Cormpany experienced more activity than
normal in 2003, due to several repossessed properties being disposed of at a loss in 2003.

Equity method investments in common stock generated net income for the year ended December 31, 2004 as
compared with a loss of $216 thousand for the year ended December 31, 2003. The Company’s equity method
investments generated net income of $187 thousand for the year ended December 31, 2004, which is included in
noninterest income.

Amortization of mortgage servicing rights decreased $353 thousand or 65.6% for the year ended December 31,
2004 to $185 thousand from $538 thousand for the year ended December 31, 2003. The decrease reflected the slow-
down in mortgage refinancing and reduction in prepayment speeds on mortgages from 2003 levels.

Other noninterest expense increased $1.0 million or 24.5% for the year ended December 31, 2004 to $5.1-
million from $4.1 million for the year ended December 31, 2003. Approximately $550 thousand of this increase was
attributable to the consolidation of Mid-America for the period March 1, 2004 through December 31, 2004 with the
remainder due to increases in marketing expense and amortization of core deposit intangibles for the year ended
December 31, 2004,

PROVISION FOR INCOME TAXES

MTSB has a subsidiary, Mercantile Investments, Inc. (“MII”), which is a Delaware corporation that operates
off shore to manage the bank’s investment portfolio. MII began operations in early 2003, and its earnings for the
years ended December 31, 2005, 2004 and 2003 are included in the Company’s consolidated financial statements.
Part of management’s strategy in forming this subsidiary was to take advantage of current State of Illinois tax laws
that exclude income generated by a subsidiary that operates off shore from state taxable income. For the years ended
December 31, 2005, 2004 and 2003, the Company’s Illinois income taxes decreased by approximately $85 - $100
thousand each year as a result of MII’s operations off shore. If the state tax law is changed in the future to no longer
exclude off-shore investment income from taxable income, the Company’s income tax expense, as a percentage of
income before tax, would increase. The Company is not aware of any existing or threatened state action or pending
legislation regarding this issue.

2005 versus 2004

Provision for income taxes for the year ended December 31, 2005 increased $95 thousand or 2.7% to $3.7
million from $3.6 million for the year ended December 31, 2004. The provision for income taxes as a percent of
income before income taxes was 27.8% and 30.0% for the years ended December 31, 2005 and 2004, respectively.
The decrease in this percentage for 2005 was due to a nonrecurring credit to income tax expense in September 2005
due to increasing the effective tax rate utilized to inventory the deferred tax assets of Mid-America. Prior to the
adjustment, Mid-America had inventoried its deferred tax assets at an effective tax rate of 18%, but management
believes that Mid-America’s current and potential for future earnings is sufficient to warrant an increase in the rate
to 34%. Without the nonrecurring adjustment, the effective tax rate for the Company would have been 30.3% for the
year ended December 31, 2005.
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2004 versus 2003

Provision for income taxes for the year ended December 31, 2004 increased $404 thousand or 12.8% to $3.6
million from $3.2 million for the year ended December 31, 2003. The provision for income taxes as a percent of
income before income taxes was 30.0% and 27.5% for the years ended December 31, 2004 and 2003, respectively.
The increase in this percentage was due to a reduction of federally tax-exempt securities income and an increase in
state income taxes for the year ended December 31, 2004 compared to 2003.

FINANCIAL CONDITION

Summary

Total assets as of December 31, 2005 were $1.1 billion, an increase of $97.3 million or 9.3% from $1.0 billion as
of December 31, 2004, primarily due to loan growth of $89.2 million. Cash and cash equivalents increased 11.2% to
$44.2 million as of December 31, 2005 as compared to $39.7 million as of December 31, 2004. Total investment
securities decreased 4.8% to $165.1 million as of December 31, 2005 as compared to $173.4 million as of December
31, 2004. Total loans, including loans held for sale, increased 11.6% to $861.3 million as of December 31, 2005 as
compared to $772.1 million as of December 31, 2004.  Federal Home Loan Bank stock increased 6.5% to $5.4
million as of December 31, 2005 as compared to $5.1 million as of December 31, 2004. Equity method investments
in common stock increased 49.3% to $7.1 million as of December 31, 2005 as compared to $4.8 million as of December
31, 2004. Cost method investments in common stock increased 81.2% to $3.4 million as of December 31, 2005 as
compared to $1.8 million as of December 31, 2004. The net deferred tax asset increased to $4.3 million as of
December 31, 2005 from $2.0 million as of December 31, 2004. Cash surrender value of life insurance increased
4.0% to $15.9 million as of December 31, 2005 as compared to $15.3 million as of December 31, 2004. Premises and
equipment increased 13.6% to $18.2 million as of December 31, 2005 as compared to $16.1 million as of December
31, 2004. Goodwill remained unchanged at $5.2 million as of December 31, 2005 compared with December 31, 2004,
Core deposit intangibles increased to $2.4 million as of December 31, 2005 as compared to $1.2 million as of
December 31, 2004.

Total deposits increased $72.7 million or 8.3% to $946.1 million as of December 31, 2005 as compared to $873.4
million as of December 31, 2004.  Non-interest bearing demand deposits increased $8.5 million or 8.9% during
20035, while interest-bearing deposits increased $64.2 million or 8.3% during 2005. Short-term borrowings increased
52.4% to $32.6 million as of December 31, 2005 from $21.4 million as of December 31, 2004. Long-term borrowings
increased 3.9% to $51.7 million as of December 31, 2005 from $49.8 million as of December 31, 2004,

Minority interest increased $4.2 million, from $3.4 million as of December 31, 2004 to $7.6 million as of
December 31, 2005 due primarily to increases in the Company’s equity interest in Mid-America.

Total stockholders’ equity increased 6.4% to $91.5 million as of December 31, 2005 as compared to $86.0
million as of December 31, 2004. Growth in equity is due primarily to $7.7 million of earnings retained by the
Company, offset by a decrease of $1.7 million in unrealized gains on available for sale securities, net of taxes.

Earning Assets

The average interest-earning assets of the Company were 92.6%, 92.8%, and 92.8%, of average total assets for
the years ended December 31, 2005, 2004, and 2003, respectively. The slight decrease in this percentage from 2004
to 2005 was primarily attributable to the increases in premises and equipment and equity method investments in
common stock during 2005.

Investment Securities

The Company uses its securities portfolio to ensure liquidity for cash requirements, to manage interest rate
risk, to provide a source of income, to ensure collateral is available for municipal pledging requirements and to
manage asset quality.
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The Company has classified securities as both available-for-sale and held-to-maturity as of December 31, 2005.
Available-for-sale securities are held with the option of their disposal in the foreseeable future to meet investment
objectives, liquidity needs or other operational needs. Securities available-for-saie are carried at fair value. Held-to-
maturity securities are those securities for which the Company has the positive intent and ability to hold until
maturity, and are carried at historical cost adjusted for amortization of premiums and accretion of discounts.

As of December 31, 2005, the fair value of the available-for-sale securities was $150.2 million and the amortized
cost was $151.2 million for a net unrealized loss of $1.0 million. The after-tax effect of this unrealized loss was $657
thousand and has been included in stockholders’ equity. The after-tax unrealized gain was $949 thousand and $1.9
million as of December 31, 2004 and 2003, respectively. Fluctuations in net unrealized gain or loss on available-for-
sale securities are due primarily to increases or decreases in prevailing interest rates for the types of securities held
in the portfolio.

The following table sets forth information relating to the amortized cost and fair value of the Company’s
available-for-sale securities:

December 31,
2005 2004 2003
Amortize Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(dollars in thousands)

US. Treasury .........o0vvinnnn. $ 5375 § 5361 % 2496 $ 2,487 § — 3 —
U.S. government agencies .......... 3,507 3,461 4,350 4,352 6,057 6,113
Mortgage-backed securities . ........ 85,399 84,740 96,665 97,424 98,849 100,610
State and political subdivisions . .. ... 50,665 50,343 36,607 37,379 42,778 44,059
Corporatebonds .. ................ 6,007 6,014 11,614 11,643 7,121 7,172
Equity securities. ................. 277 277 196 196 196 196
Total............oiiiina... $151,230 $150,196 $151,928 $153,481 $155,001 $158,150

The maturities, fair values and weighted average yields of securities available-for-sale as of December 31, 2005,

are:
Duein 1 year or Due after 1 year Due after S years Due after Equity
less through 5 years through 10 years 10 years Securities
Weighted Weighted Weighted Weighted Weighted
Fair Average Fair Average Fair Average  Fair  Average Fair Average
Value Yield Value Yield Value Yield Value Yield Value Yield Total
(dollars in thousands)
U.S. Treasury ......... $ 484 344% § 497 403% $§ — 000% § — 0.00% $ — 0.00% $ 35,361
U.S. government
agencies.......... 492 1.50% 2,426 3.55% 543 2.82% —  0.00% — 0.00% 3,461
Mortgage-backed
securities (1) ...... 24,047  3.03% 56,022 4.63% 4,671 5.56% —  0.00% — 0.00% 84,740
States and political
subdivisions. ...... 4830 451% 21,787  431% 21,688  3.68% 2,038 4.90% — 0.00% 50,343
Corporate bonds 514 6.25% 0 0.00% 5,500 5.55% —  0.00% 0.00% 6,014
Equity securities. ... ... — — — — 277 277
Total............. $34,747  4.06% $80,732 4.31% $32,402 4.17% $2,038  4.90% $277 0.00% $ 150,196
(1) The maturities for mortgage-backed securities are based on prepayment speed assumptions and the constant

prepayment rate estimated by management based on the current interest rate environment. The assumption
rates vary by the individual security.
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The following table sets forth information relating to the amortized cost and fair value of the Company’s held-
to~maturity securities:

December 31,
2005 2004 2003
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(dollars in thousands)
Mortgage-backed securities . . ... .. $ 14,453 $14207 $ 19,336 $19,378 $ 25,833 $ 25,668
State and political subdivisions .. .. 417 415 554 555 1,110 1,118
Total............cooiiin.. $ 14870 $14,622 §$ 19,890 $19933 § 26943 § 26,786
The maturities, amortized cost and weighted average yields of securities held-to-maturity as of December 31,
2005, are:
Due after 1 year " Due after 5 years
Due in 1 year or less through S years through 10 years Due after 10 years
Weighted Weighted Weighted Weighted
Amortized Average Amortized Average Amortized Average Amortized Average
Cost Yield Cost Yield Cost Yield Cost Yield Tot
(dollars in thousands)
States and political subdivisions. . .. ... $ 119 265% § 120 3.10% § 178 4.80% § — 0.00%
Mortgage-backed securities (1) . ... ... 9,955 3.61% 4,498 3.16% — 0.00% — 0.00%
Total. . ...... ... i, $10,074 356% $ 4618 3.15% _§ 178 4.80% $ —

(I) The maturities for mortgage-backed securities are based on prepayment speed assumptions and the constant
prepayment rate estimated by management based on the current interest rate environment. The assumption
rates vary by the individual security.

The Company also uses its investment portfolio to manage its tax position. Depending upon projected levels of
taxable income for the Company, periodic changes are made in the mix of tax-exempt and taxable securities to
achieve optimum yields on a tax-equivalent basis. Obligations of state and political subdivisions (tax-exempt
obligations) as a percentage of total securities were 30.8%, 21.9%, and 24.4% at December 31, 2005, 2004 and 2003,
respectively. Mercantile Investments, Inc., a Delaware corporation and subsidiary of MTSB operates off shore to
manage the bank’s investment portfolio. Mercantile Investments, Inc. began operations in 2003, and its earnings for
the years ended December 31, 2005, 2004 and 2003 are included in the Company’s consolidated financial statements.
Part of management’s strategy in forming this subsidiary was to take advantage of current state tax laws that exclude
income generated by off-shore subsidiaries from state taxable income.

LOAN PORTFOLIO

Although the Company provides full service banking, including deposits, safekeeping, trust and investment
services, its core business is loans, as evidenced by approximately 74% of total revenue derived from lending
activities. The Company’s business strategy is to be a significant competitor in the markets it serves by providing a
broad range of products, competitive pricing, convenient locations and state-of-the-art technology, while emphasizing
superior customer service to establish long-term customer relationships. The primary lending focus is on loans to
small- and medium-sized businesses, as well as residential mortgage loans.

The Company offers a full range of lending products, including commercial, real estate and consumer loans to
individuals, businesses and professional organizations. The Company’s subsidiary banks are located in predominantly
rural areas of the Midwest, and most of the commercial loans are made to small- and medium-sized businesses, many
in the agricultural industry or dependent on the agricultural economy. The Company also has a substantial investment
in loans secured by real estate, both commercial and residential.

The principal economic risk associated with each category of loans is the creditworthiness of the borrower.
General economic factors affecting a borrower’s ability to repay include interest, inflation and employment rates, as
well as other factors affecting a borrower’s assets, clients, suppliers and employees. Many of the Company’s loans
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are made to small- and medium-sized businesses that generally have fewer financial resources in terms of capital or
borrowing capacity and are sometimes less able to withstand competitive, economic and financial pressures than
larger borrowers. During periods of economic weakness, these businesses may be more adversely affected than
larger enterprises. In addition, the financial condition of individual borrowers employed by these businesses can be
negatively impacted. This may cause the Company to experience increased levels of nonaccrual or other problem
loans, loan charge-offs and higher provision for loan losses.

In order to offset the risks inherent in lending to small- and medium-sized businesses in the Company’s
geographic area, the following strategies have been developed:

1)  Limit potential concentrations to any one borrower or industry.

2y  Expand the geographic region of the Company. If the areas in which the Company operates are broadened,
then the negative impact of an economic downturn in one area will be lessened. The Company’s
acquisitions of Mid-America Bancorp, Inc. and other equity interests in banks located in higher growth
urban areas were done with the intent of reducing geographic risk and reliance on areas heavily dependent
on agriculture.

3)  Establish relationships with banks outside of the Company’s geographic region in order to purchase
commercial, residential real estate and commercial real estate loan participations. Although these banks
are primarily in Illinois, Missouri and Iowa, the loan participations help to diversify the Company’s
geographic concentration in its loan portfolio. The Company has loan participations purchased from New
Frontier Bancshares, Inc. and NorthStar Bancshares, Inc.

The Company’s loan approval policy provides for various levels of officer lending authority. When the amount
of loans to a borrower exceeds the officer’s lending limit, the loan request goes to either an officer with a higher limit
or the Board of Directors loan committee for approval. Loan amounts are also subject to a variety of lending limits
imposed by state and federal regulation. In general, a loan to any one borrower cannot exceed 25% of the subsidiary
bank’s statutory capital, with exceptions for loans that meet certain collateral guidelines. In addition to these
regulatory limits, the Company’s subsidiary banks impose upon themselves internal lending limits which are less
than the prescribed legal limits, thus further reducing exposure to any single borrower.

As part of the Company’s overall risk management process, a quarterty review of each subsidiary bank’s loan
portfolio is performed by a team of employees independent of the lending function. The primary objective of this
review is to monitor adherence to loan policies, both regulatory and internal, and to measure the adequacy of the
allowance for loan losses. This process helps to identify any problem areas, either in a particular borrower’s financial
condition, or in the bank’s underwriting function, and assists the Board of Directors and management in focusing
resources to address the problems before they result in financial loss to the Company.

Total loans, including loans held for sale, increased $89.2 million or 11.6% to $861.3 million as of December 31,
2005 from $772.1 million as of December 31, 2004. This increase was the result of internal growth at the Company’s
subsidiary banks, including purchases of participation loans from other banking organizations outside of the
Company’s direct market areas. The Company has seen its most significant growth in commercial real estate
mortgages, increasing $52.7 million or 21.9% to $293.2 million as of December 31, 2005 from $240.5 million as of
December 31, 2004, and in installment loans to individuals, increasing $20.1 million or 21.3% to $114.3 million as of
December 31, 2005 from $94.2 million as of December 31, 2004. The majority of the increase in commercial real
estate mortgages was generated by Mid-America through its subsidiary, Heartland Bank, which experienced rapid
growth due to a strengthening economy in the Kansas City area. The increase in installment loans to individuals was
primarily generated by MTSB as a result of aggressive marketing of indirect loans through auto dealerships and
stable economic conditions in the Quincy, Iilinois market.

Total loans, including loans held for sale, increased 20.2% to $772.1 million as of December 31, 2004 from
$642.6 million as of December 31, 2003. In 2004, the Company’s primary loan growth occurred in commercial real
estate mortgages, including farmland and construction real estate loans, which increased $48.8 million or 25.5% to
$240.5 million as of December 31, 2004 from $191.7 million as of December 31, 2003. Another significant growth
area in 2004 was residential real estate mortgages, which increased $46.6 million or 30.3% to $200.5 million as of
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December 31, 2004 from $153.8 million as of December 31, 2003. The 2004 growth was primarily attributable to the
consolidation of Mid-America and to success in marketing a 10-year fixed rate loan product to be held in the loan
portfolio rather than sold in the secondary market.

The loan portfolio includes a concentration of loans for commercial real estate amounting to approximately
$293.2 million, $240.5 million and $191.7 million as of December 31, 2005, 2004 and 2003, respectively. The
commercial real estate loans are included in the real estate — mortgage amount on the following table. The commercial
real estate loans as of December 31, 2005, 2004 and 2003 include approximately $78.3 million, $59.2 million and
$53.6 million, respectively in loans that are collateralized by commercial real estate in the Quincy, Hlinois geographic
market. The Company does not have a dependence on a single customer or group of related borrowers. Generally,
these loans are collateralized by assets of the borrowers. The loans are expected to be repaid from cash flows or from
proceeds from the sale of selected assets of the borrowers. Credit losses arising from lending transactions for
commercial real estate entities are comparable with the Company’s credit loss experience on its loan portfolio as a
whole.

The Company’s executive officers and directors and their associates have been and, the Company anticipates
will continue to be, customers of the Company’s subsidiary banks in the ordinary course of business, which has
included maintaining deposit accounts and trust and other fiduciary accounts and obtaining loans. Specifically, the
Company’s banks, principally MTSB, have granted various types of loans to the Company’s executive officers and
directors and entities controlled by them. As of December 31, 2005, the loans (a) were consistent with similar
practices in the banking industry generally, (b) were made in the ordinary course of business and on substantially the
same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with
the banks’ other customers, and (c) did not involve more than the normal risk of collectibility or present other
unfavorable features.

The following table summarizes the loan portfolio by type of loan as of the dates indicated:

2005 2004 2003 2002 2001

Amount  Percent Amount  Percent Amount  Percent Amount  Percent Amount  Percent

(dollars in thousands)

Commercial, financial,

and agricultural ......... $240,231 27.89% $233,561 30.25% $204,912 31.89% $202,557 33.31% $164,939 32.13%
Real estate - farmland . ...... 66,172 7.68% 64,891 8.40% 60,735 9.45% 62,291 10.24% 53,465 10.41%
Real estate - construction. . . .. 48,612  5.65% 28,105 3.64% 18,861 2.94% 24217 3.98% 17,859  3.48%

Real estate - mortgage (1}(2) .. 391,976 45.51% 351,348 4551% 270,520 42.10% 235521 38.73% 204,992 39.93%

Installment loans
to individuals. ... ....... 114,292  13.27% 94,184  12.20% 87,528 13.62% 83,566 13.74% 72,124  14.05%

Totalloans (1} .......... $861,283 100.00% $772,089 100.00% $642,556 100.00% $608,152 100.00% $513,379 100.00%

(1) Includes loans held for sale of $3,635 for 2005; $3,367 for 2004; $4,619 for 2003; $25,470 for 2002; and $26,138
for 2001

(2) Includes commercial real estate loans of $178,395 for 2005; $147,548 for 2004; $112,058 for 2003; of $97,906
for 2002; $74,583 for 2001.

Included in the table above in the totals for commercial, financial and agricultural loans was $59.3 million,
$54.2 million and $50.5 million of agricultural operating loans as of December 31, 2005, 2004 and 2003, respectively.
The agricultural operating loans were 6.9%, 7.0% and 7.9% of total loans as of December 31, 2005, 2004 and 2003,
respectively. The amount of agricultural operating loans was similar to these percentages as of December 31, 2002
and 2001.
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The following table sets forth remaining maturities of selected loans (excluding real estate-farmland, real
estate-mortgage loans and installment loans to individuals) at December 31, 2005:

1 Year or Over 5
Less 1to 5 Years Years Total

(dollars in thousands)
Commercial, financial, and agricultural .......... $147,962 $§ 70,851 § 21,418 $240,231
Real estate - construction. . .................... 48,612 — — 48,612
Total...........co i $196,574 § 70,851 § 21,418 $288,843

Interest rate sensitivity of selected loans

Fixedrate ......ovorii i i $ 97483 § 37,854 § 5210 $140,547
Adjustablerate ........... ... .. . . 99,091 32,997 16,208 148,296
Total. ... $196,574 $ 70,851 § 21,418 $288,843

ALLOWANCE FOR LOAN LOSSES

In originating loans, the Company recognizes that loan losses will be experienced and the risk of loss will vary
with, among other things, general economic conditions, the type of loan being made, the creditworthiness of the
borrower over the term of the loan and, in the case of a collateralized loan, the quality of the collateral for such loan.
Management has established an allowance for loan losses which it believes is adequate to cover probable losses
inherent in the loan portfolio. Loans are charged off against the allowance for loan losses when the loans are deemed
to be uncollectible. Although the Company believes the allowance for loan losses is adequate to cover probable
losses inherent in the loan portfolio, the amount of the allowance is based upon the judgment of management, and
future adjustments may be necessary if economic or other conditions differ from the assumptions used by management
in making the determinations.

Based on an evaluation of the loan portfolio, management presents a quarterly review of the allowance for loan
losses to the board of directors, indicating any change in the allowance since the last review and any recommendations
as to adjustments in the allowance. In making its evaluation, management considers the diversification by industry
of the commercial loan portfolio, the effect of changes in the local real estate market on collateral values, the results
of recent regulatory examinations, the effects on the loan portfolio of current economic indicators and their probable
impact on borrowers, the amount of charge-offs for the period, the amount of nonperforming loans and related
collateral security, and the present level of the allowance for loan losses.

A model is utilized to determine the specific and general portions of the allowance for loan losses. Through the
loan review process, management assigns one of six loan grades to each loan, according to payment history, collateral
values and financial condition of the borrower. The loan grades aid management in monitoring the overall quality of
the loan portfolio. Specific reserves are allocated for loans in which management has determined that deterioration
has occurred. In addition, a general allocation is made for each loan category in an amount determined based on
general economic conditions, historical loan loss experience, and amount of past due loans. Management maintains
the allowance based on the amounts determined using the procedures set forth above.

Loans internally categorized as “watch” list loans, which are the same as potential problem loans noted later,
show warning elements where the present status portrays one or more deficiencies that require attention in the short-
term or where pertinent ratios of the loan account have weakened to a point where more frequent monitoring is
warranted. These loans do not have all of the characteristics of a classified loan (substandard or doubtful) but do
show weakened elements as compared with those of a satisfactory credit. These loans are reviewed to assist in
assessing the adequacy of the allowance for loan losses. As of December 31, 2005, 2004 and 2003, watch list loans
totaled $17.2 million, $25.6 million, and $24.8 million, respectively.
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Loans internally classified as “substandard” or in the more severe categories of “doubtful” or “loss™ are those
loans that at a minimum have clear and defined weaknesses such as a highly-leveraged position, unfavorable financial
ratios, uncertain repayment sources or poor financial condition which may jeopardize recoverability of the debt. As
of December 31, 2003, loans of $10.5 million were classified as substandard and $211 thousand were classified as
doubtful, or 1.2% and .02%, respectively, of total loans. As of December 31, 2004, loans of $11.4 million were
classified as substandard and $708 thousand were classified as doubtful, or 1.5% and .1%, respectively, of total loans.
As of December 31, 2003, loans of $10.6 million were classified as substandard and $397 thousand were classified as
doubtful, or 1.6% and .1%, respectively, of total loans. There was little change in the total of substandard loans from
December 31, 2003 to December 31, 2005 despite the increase in total loans. As of December 31, 2005, 2004 and
2003, there were no loans classified as loss.

The allowance for loan losses increased $967 thousand to $8.1 million as of December 31, 2005 from $7.1
million as of December 31, 2004. Provision for loan losses was $2.4 million and net charge-offs were $1.4 million
for year ended December 31, 2005. The allowance for loan losses as a percent of total loans increased to .94% as of
December 31, 2005 from .92% as of December 31, 2004. As a percent of nonperforming loans, the allowance for loan
losses increased to 162.29% as of December 31, 2005 from 157.87% as of December 31, 2004.

The allowance for loan losses increased $1.3 million to $7.1 million as of December 31, 2004 from $5.8
million as of December 31, 2003. Provision for loan losses was $1.7 million and $2.5 million for the years ended
December 31, 2004 and 2003, respectively. Net charge-offs were $937 thousand and $1.6 million for the years
ended December 31, 2004 and 2003, respectively. The consolidation of Mid-America in February 2004 resulited
in the addition of $476 thousand to the allowance for loan losses. The allowance for loan losses as a percent of
total loans was .92% and .91% as of December 31, 2004 and 2003, respectively. As a percent of nonperforming
loans, the allowance for loan losses was 157.87% and 111.84% as of December 31, 2004 and 2003, respectively.

The increases in the allowance for loan losses for the years ended December 31, 2005, 2004, and 2003 were the
result of management’s estimates of the amounts necessary to provide an adequate reserve against possible future
charge-offs. The provision for loan losses represents the amount charged against earnings for each period that
management determines based on growth and credit quality of the loan portfolio, and the volume of net charge-offs
during the period. For the vear ended December 31, 2005, the increase in the allowance for loan losses was due to
growth of the loan portfolio, as well as an increase in net charge-offs. For the years ended December 31, 2004 and
2003, the increases in the allowance for loan losses were due to growth of the loan portfolio. The ratio of allowance
for loan losses to loans remains somewhat steady at approximately .81% to .94% percent.
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The following table shows activity affecting the allowance for loan losses:

Average loans outstanding during year . . . . .

Allowance for loan losses:

Balance at beginning of year ..........

Loans charged-off:

Commercial, financial, and agricultural .. ..
Real estate - farmland. ... ...............
Real estate - construction. . ..............

. Real estate - mortgage ..................
Installment loans to individuals...........
Total charge-offs . ................

Recoveries:

Commercial, financial, and agricultural .. ..
Real estate - farmland. .. ................
Real estate - construction. ...............
Real estate - mortgage ..................
Installment loans to individuals...........

Totalrecoveries..................
Netcharge-offs........................
Provision for loan losses. ................
Purchased allowance ...................
Balance atendof year. ..................

Allowance for loan losses as a percent of total
loans outstanding at yearend (1) .......

Allowance for loan losses as a percent of

total nonperforming loans. ............

Ratio of net charge-offs to average

totalloans ...........ccoviiinnn.

(1) Includes loans held for sale

Years ended December 31,

2005 2004 2003 2002 2001
(dollars in thousands)

$806,955 $728388  $629,067  $550,171 $507,087

$ 7115 $ 5830 § 4941 5 4,370 $ 4335

483 376 865 2,622 1,136

80 — 16 23 —

222 169 300 368 530

956 790 879 846 1,008

1,741 1,335 2,060 3,859 2,674

138 142 300 341 166

— 34 17 23 9

2 5 — — —

60 70 13 2 43

140 147 132 158 198

340 398 462 524 416

1,401 937 1,598 3,335 2,258

2,368 1,746 2,487 3,906 2,293

— 476 - — —

$§ 8,082 § 7115 § 5830 $ 4941 $ 4,370
0.94% 0.92% 0.91% 0.81% 0.85%
162.29% 157.87% 111.84% 120.63% 88.00%
0.17% 0.13% 0.25% 0.61% 0.45%
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The following table sets forth the allowance for loan losses by loan categories as of December 31 for each of the
years indicated:

2005 2004 2003 2002 2001
% of % of % of % of % of
Loans to Loans to Loans to Loans to Loans to
Total Total Total Total Total
Amount Loans* Amount Loans* Amount Loans* Amount Loans* ) Amount Loans*
Commercial, financial,
and agricultural ....... $ 2882446 2789% $ 2,809,028 3025% $§ 2,273,700 31.89% $ 1,926,990 3331% $ 1,704,300 32.13%
Real estate - farmland . . .. .. 673,040 7.68% 559,708 8.40% 107,272 9.45% 136,372 10.24% 100,510 10.41%
Real estate - construction . .. 460,234 5.65% 282,651 3.64% 241,362 2.94% 272,743 3.98% 201,020 3.48%
Real estate - mortgage . ... .. 2,335,147  45.51% 2,185,800 4551% 2,333,166 42.10% 1,863,745 38.73% 1,708,670  39.93%
Installment loans - consumer 1,335,151 13.27% 1,084,141 12.20% 874,500 13.62% 741,150 13.74% 655,500 14.05%
Uallocated. . .............. 395,982 0.00% 193,672 0.00% — 0.00% —  0.00% — 0.00%
Total ................ $ 8,082,000 100.00% $ 7,115000 100.00% $ 5,830,000 100.00% $ 4,941,000 100.00% $ 4,370,000 100.00%
*Total Loans, cxcluding loans
held forsale .......... $ 857,648,000 $ 768,722,000 $ 637,937,000 $ 582,682,000 $ 482,871,000

NON-PERFORMING ASSETS

It is management’s policy to place loans on non-accrual status when interest or principal is 90 days or more past
due. Such loans may continue on accrual status only if they are both well-secured and in the process of collection.

The following table sets forth information concerning non-performing assets at December 31 for each of the
years indicated:

At December 31,
2005 2004 2003 2002 2001
(dollars in thousands)

Non-accrual loans (1)

Commercial, financial, and agricultural ....... $1,727 $1,477 $2,059 $1,257 $1,320
Real estate - farmland. .......... e 105 357 593 377 569
Real estate - construction .. ................. — 66 - — — 22
Real estate - mortgage. . .................... 1,256 804 844 852 797
Installment loans to individuals . ............. 544 353 433 685 431
Total non-accrualloans (1) .. ................... 3,632 3,057 3,929 3,171 3,139
Loans 90 days past due and still accruing......... 1,342 1,009 1,274 870 1,808
Restructuredloans . ..................o... 6 441 10 55 19
Total nonperforming loans..................... 4,980 4,507 5,213 4,096 4,966
Repossessedassets . ..........oveiiieii... 494 577 795 1,479 1,113

Other assets acquired in satisfaction of
debts previously contracted ................. -— — — — —

Total nonperforming other assets. ............... 494 577 795 1,479 1,113
Total nonperforming loans and nonperforming

otherassets ..........ciiiiniiinnennnn.. $5,474 $5,084 $6,008 $5,575 $6,079
Nonperforming loans to loans, before allowance

forloanlosses .............couiiiiint.. 0.58% 0.58% 0.81% 0.67% 0.97%

Nonperforming loans and nonperforming other
assets to loans, before allowance for
loan losses . ... .o 0.64% 0.66% 0.94% 0.92% 1.18%

{1) Interest income that would have been recorded in 2005 and 2004 related to nonaccrual loans was $222,000 and
$216,000, none of which is included in interest income or net income for 2005 and 2004.
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Total non-performing loans increasedto $5.0:million as of December 31, 2005 from $4.5 million as of December
31,2004, while total non-performing loans and non-performing other assets increased to $5.5 million as of December
31,2005 from $5.1 million as-of December 31, 2004. These increases were due in part to growth of the loan portfolio
during 2005, but also reflect deteriorating credit quality in certain commercial and individual borrowers. However,
the level of non-performing loans :and non-performing other :assets as of December 31, 3005 is still below that
experienced in 2003, and the overall economic condition .of the Company’s markets is stable. The ratio of non-
performing loans to total loans, before allowance for loan losses, held steady -at .58% as of December 31, 2004 and
2005. The ratio of non-performing loans :and non-performing other assets to total loans, before allowance for loan
losses, decreased to .64% as of December 31, 2005 from .66% as of December 31, 2004.

Total non-performing loans decreased to $4.5 million as of December 31, 2004 from $5.2 million as of December
31, 2003, while total non-performing loans and non-performing other assets decreased to $5.1 million as of December
31, 2004 from $6.0 million as of December 31, 2003. These decreases were achieved despite steady growth of the
loan portfolio during 2004 -and reflect tighter underwriting standards implemented after 2002 as well as stronger
performance in the agricultural sector of the econemy as favorable weather conditions in the 2004 growing seasons
produced improved crop yields. The ratio of non-performing loans to total loans, before allowance for loan losses,
decreased t0.58% as of December 31, 2004 from 0.81% as of December 31, 2003. The ratio of non-performing loans
:and non-performing other assets to total loans, before allowance for loan losses, decreased to .66% as of December
31,.2004 from .94% as of December 31, 2003.

A loan is'considered to be impaired when, based on current information and events, it is probable the Company
will not be able to collect all amounts due. The accrual of interest income on impaired loans is discontinued when
there is reasonable doubt as to the borrower’s ability to meet contractual payments of interest or principal. Impaired
loans are defined as all loans classified as “substandard”, “doubtful” or “loss” by the Company. Allnon-performing
loans were included in impaired loans as of December 31, 2005, 2004 and 2003. Impaired loans decreased 9.1% to
$11.0million as of December 31, 2005 compared to $12.1 million as of December 31, 2004, primarily due to stronger
performance in the agricultural sector of the economy which helped to improve the credit quality of several classified
borrowers. Impaired loans increased 10.0% to $12.1 million as of December 31, 2004 compared to $11.0 million as
of December 31, 2003, primarily due to growth of the loan portfolio. The amount of impairment for impaired loans
is measured on a loan-by-loan basis to determine exposure, if any, to be included in the allowance for loan losses.
The amount of the impairment, if any, included in the allowance for loan losses is calculated either by the present
value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price
or the fair value of the collateral if the loan is collateral dependent. The Company believes that it has adequately
reserved for any potential loss on impaired loans. Interest income of $944 thousand, $877 thousand and $526
thousand was recognized on impaired loans on an accrual basis in 2005, 2004, and 2003, respectively, while interest
income of $963 thousand, $873 thousand and $513 thousand was recognized on a cash basis for 2005, 2004 and 2003,
respectively.

POTENTIAL PROBLEM LOANS

Potential problem loans, which are the same as watch list loans, are those loans which are not categorized as
impaired, non-accrual, past due or restructured, but where current information indicates that the borrower may not
be able to comply with present loan repayment terms. Further deterioration of the borrower’s financial condition or
the economy in general could cause such a loan to develop into a nonperforming loan. Identification as a potential
problem loan is management’s first level of warning, and provides for increased scrutiny and frequency of reviews
by internal loan review personnel. While most non-performing loans were previously classified as potential problem
loans, management believes that the increased attention devoted to these borrowers will allow for most to continue
performing according to the original terms of the loans. Management assesses the potential for loss on such loans as
it would with other problem loans. Management feels that these loans are substantially collateralized and has
considered the effect of any potential loss in determining its allowance for possible loan losses. Potential problem
loans totaled $17.2 million, $25.6 million and $24.8 million at December 31, 2005, 2004 and 2003, respectively. The
decline in potential problem loans in 2005 reflects management’s aggressive monitoring of the portfolio through its
loan review function, tighter underwriting standards utilized by the Company’s loan officers, and generally stable
economic conditions. There are no other loans identified which management reasonably expects will materially
impact future operating results, liquidity or capital resources. There are no other credits identified about which
management is aware of any information which causes management to have serious doubts as to the ability of such
borrower(s) to comply with the loan repayment terms.
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OTHER INTEREST-BEARING ASSETS

There are no other interest-bearing assets that are categorized as impaired.

OTHER ASSETS

Federal Home Loan Bank stock increased $332 thousand or 6.5% to $5.4 million as of December 31, 2005 as
compared to $5.1 million as of December 31, 2004. The increase was due to stock purchased as a requirement to
obtain additional borrowings from the FHLB, as well as re-invested stock dividends. Effective in 2005, the Federal
Home Loan Bank of Chicago announced that they have ceased repurchasing for an undisclosed period of time any
stock in excess of the required investment in Federal Home Loan Bank stock held by member banks. As of December
31, 2005, the Bank has approximately $2,283,000 in excess Federal Home Loan Bank stock.

Equity method investments in common stock increased $2.3 million to $7.1 million as of December 31, 2005 as
compared to $4.8 million as of December 31, 2004. The increase was due to the purchase of additional shares of
common stock of New Frontier and NorthStar, as well as adjustments to the carrying amounts to reflect the
Company’s share of the respective income of the equity method investments and amortization of the core deposit
intangibles related to the investments. The Company recognized core deposit intangibles of $1.4 million and $1.2
million, net of accumulated amortization, relating to the equity method investments in common stock as of December
31, 2005 and 2004, respectively.

.Cost method investments in common stock increased $1.5 million to $3.3 million as of December 31, 2005 as
compared to $1.8 million as of December 31, 2004, due to the purchase of 37,500 shares of the outstanding common
stock of Premier Bancshares, Inc., a privately held bank holding company located in Jefferson City, Missouri.

Net deferred income tax assets increased $2.3 million to $4.3 million as of December 31, 2005 as compared to
$2.0 million as of December 31, 2004. This was primarily due to an increase in the deferred tax asset related to the
net unrealized losses on available-for-sale securities (compared to a deferred tax liability related to unrealized gains
on available-for-sale securities as of December 31, 2004), as well as increases in the deferred tax assets related to the
allowance for loan losses and a net operating loss carryforward of Mid-America Bancorp, Inc. from December 31,
2004 to December 31, 2005.

Cash surrender value of life insurance increased $606 thousand or 4.0% to $15.9 million as of December 31,
2005 compared to $15.3 million as of December 31, 2004, due to earnings generated by the underlying policies on
the lives of certain officers or former officers of the Company.

Premises and equipment increased $2.1 million or 13.6% to $18.2 million as of December 31, 2005 compared
to $16.1 million as of December 31, 2004. This increase was due to the construction of a new banking center at
Marine Bank in Carthage, Illinois totaling approximately $2.9 million, partially offset by depreciation expense on
existing facilities.

Core deposit intangibles, net of accumulated amortization, increased $1.2 million to $2.4 million as of December
31, 2005 compared to $1.2 million as of December 31, 2004. The core deposit intangibles are related to the equity
method investments in common stock of New Frontier and NorthStar, as well as the acquisition of Mid-America.
The increase in core deposit intangibles as of December 31, 2005 was due to 2005 purchases of additional shares of
common stock of all three of these organizations at costs in excess of the underlying equity in the net assets of the
organization, partially offset by the amortization of the core deposit intangibles.

Other assets increased $1.3 million to $4.3 million as of December 31, 2005 from $3.0 million as of December
31,2004. Approximately $640 thousand of the increase was due to the unamortized balance for advanced compensation
agreements entered into by Farmers as part of the employment agreement with its licensed securities brokers,
whereby Farmers will prepay commissions in three installments over six years, and amortize the payments to expense
as earned, and approximately $370 thousand was due to increased payments of prepaid interest to auto dealerships
through which the Company makes indirect installment loans. The remaining increase for 2005 was due to increases
in various prepaid expense accounts.
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DEPOSITS

The Company’s lending and investing activities are funded primarily by deposits. A variety of deposit accounts
is available, with a wide range of interest rates, terms and product features. Deposits consist of noninterest-bearing
demand, interest-bearing demand, savings, money market and time accounts. The Company relies primarily on
competitive pricing policies and customer service to attract and retain these deposits.

Average total deposits (both interest-bearing and demand) increased $66.7 million or 8.0% as of December 31,
2005 to $902.9 million from $836.2 million as of December 31, 2004. As a percentage of average total deposits, there
were increases in noninterest-bearing demand deposits, savings deposits and time deposits, and decreases in interest-
bearing demand deposits and money market deposits. Average noninterest-bearing demand deposits increased to
10.3% for 2005 from 10.2% for 2004, average savings deposits increased to 6.0% for 2005 from 5.4% for 2004 and
average time deposits increased to 60.3% for 2005 from 59.6% for 2004. Average interest-bearing demand deposits
decreased to 12.3% for 2005 from 13.2% for 2004 and average money market deposits decreased to 11.1% for 2005
from 11.6% for 2004. ~ Approximately $47.8 million of the 2005 increase in average total deposits was generated by
Mid-America, through its subsidiary, Heartland Bank, which experienced rapid growth due to a strengthening
economy in the Kansas City area, with the remainder attributable to the success of new and re-designed deposit
products at the Company’s other subsidiary banks.

The deposit promotions introduced in 2004 were primarily marketing campaigns intended to attract both new
customers as well as new balances from existing customers. Management has researched its local markets to identify
customer banking needs and has developed new and re-designed products to meet those needs. The products
promoted were from all categories of deposits and included new features on demand deposit accounts as well as
revised rates and terms on interest-bearing accounts. The primary purpose for implementing these promotions was
to provide funding for loan growth, reduce overall funding costs through growth of lower-priced savings and money
market accounts (relative to time deposits) and generate a larger customer base from which to cross-sell other banking
services. Although some of the growth in deposit accounts was attributable to fee-based products, the Company did
not experience a significant increase in these types of fees in 2005. Management believes that the Company will be
able to attract new customers and new deposit balances in the future by monitoring its customer needs to determine
what products and services are required to stay competitive.

December 31,
2005 2004 2003
Average Average Average Average Average Average

Balance % Total Rate Balance % Total Rate Balance % Total Rate

(dollars in thousands)
Non-interest bearing

demand deposits . . . .. $ 93,450 103% 0.00% § 85,197 10.2% 0.00% $ 68,744 9.5% 0.00%
Interest bearing .

demand deposits . . . .. 110,763 12.3% 0.96% 110,643 13.2% 0.47% 90,269 12.4% 0.34%
Savings/Money market. .. 154,599 17.1% 1.59% 142,091 17.0% 0.81% 134,821 18.5% 091%
Time deposits . ......... 544,096 60.3% 3.25% 498,288 59.6% 2.77% 433,474 359.6% 3.16%

Total............... $902,908 100.0% 2.62% $836,219 100.0% 2.06% $727,308 100.0% 2.31%

December 31,
2005 2004 2003 2002
(dollars in thousands)

High month-end balance of total deposits . .......... $ 944,672 $ 875,344 $ 770,043 $ 684,562
Low month-end balance of total deposits ........... 869,226 752,187 687,891 626,568
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Certificates of deposit and other deposits of $100,000 and over at December 31, 2005 had the following
maturities:

December 31, 2005
(dollars in thousands)
Under3months. .. ..........ovveeeeeeeiinnn, S 181,163
3monthsto6émonths . ....................... 40,783
6monthsto12months . ...................... 48,021
Over12months. ..........ciiiiiiniiinnnn.. 72,606
$ 342,573

While a majority of the certificates of deposit in amounts of $100,000 or more will mature within 12 months,
management expects that a significant portion of these deposits will be renewed. Historically, large time deposits
have been stable and management is confident it can offer interest rates at the time of renewal that are competitive
with other financial institutions.

SHORT-TERM BORROWINGS

The following table sets forth the distribution of short-term borrowings and weighted average interest rates
thereon at the end of each of the last three years. Federal funds purchased and securities sold under agreements to
repurchase generally represent overnight borrowing transactions. Other short-term borrowings consist of various
demand notes and notes with maturities of less than one year.

Federal funds
purchased

and securities Short term
sold under Other Federal Home

agreements to short-term Loan Bank
repurchase borrowings borrowings

(dolars in thousands)

2005

Balance December 31, 2005 . . ..ottt $ 15315 $ 1,122 $ 16,150
Weighted average interestrate asend ofyear ............... 3.53% 4.00% 4.30%
Maximum amount outstanding at any monthend ............ $ 26,161 § 2,127 $ 16,150
Average daily balance. . ......... ... ... . o il $ 15,598 $ 976 $ 2,382
Weighted average interest rate during year (1)............... 1.43% 3.01% 4.08%

2004

Balance, December 31,2004 ... ... .. $ 13,830 $ 2,069 $ 5,482
Weighted average interest rate atend of year. ............... 2.00% 1.95% 2.47%
Maximum amount outstanding at any monthend ............ $ 24,952 $ 2,069 $ 8,526
Average dailybalance............. ... ... o i $ 14,407 $ 846 $ 4,548
Weighted average interest rate during year (1). . ............. 1.44% 1.18% 1.50%

2003

Balance, December 31,2003 ... ..ot $ 13,458 $ 909 $ —
Weighted average interest rate atend of year. . .............. 1.00% 0.75% 0.00%
Maximum amount outstanding at any monthend ............ $ 19,748 $ 3,794 $ —
Average dailybalance............... ..., $ 15,304 $ 1,109 $ —
Weighted average interest rate duringyear (1). .............. 1.46% 0.90% 0.00%

(1) The weighted average interest rate is computed by dividing total interest for the year by the average daily
balance outstanding. ‘
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OTHER LIABILITIES

Other liabilities increased $673 thousand to $5.0 million as of December 31, 2005 from $4.3 million as of
December 31, 2004. Approximately $400 thousand of this increase was attributable to an increase in the liability for
the salary continuation agreements the Company maintains for three executive officers, with the remainder due to
increases in various accrued expense accounts.

LIQUIDITY

Liquidity management is the process by which the Company ensures that adequate liquid funds are available to
meet the present and future cash flow obligations arising in the daily operations of the business. These financial
obligations consist of needs for funds to meet commitments to borrowers for extensions of credit, funding capital
expenditures, withdrawals by customers, maintaining deposit reserve requirements, servicing debt, paying dividends
to shareholders, and paying operating expenses. The Company has no signed commitments for purchase obligations
or long-term obligations.

The Company’s most liquid assets are cash and due from banks, interest-bearing demand deposits, and federal
funds sold. The balances of these assets are dependent on the Company’s operating, investing, lending, and financing
activities during any given period.

Average liquid assets are summarized in the table below:

Years ended December 31,

2005 2004 2003
(dollars in thousands)
Cash and due frombanks. . ................ $23387  $22752  $ 19,844
Interest-bearing demand deposits ........... 11,796 8,317 5,647
Federal fundssold. ....................... 4,461 5,798 5,759
Total ... $ 39,644 $ 36,867 $ 31,250
Percent of average total assets .............. 3.68% 3.69% 3.56%

Liquid assets as of the dates noted are summarized in the table below:

December 31,
2005 2004 ) 2003
_(dollars in thousands)
Cashand due frombanks.................. $27,761  $ 24356 $ 20,673
Interest-bearing demand deposits ........... 14,548 10,098 5,499
Federalfundssold. ............ ... .. ...... 1,845 -~ 5,265 596
Total ..o e $ 44,154 $ 39,719 $ 26,768
Percentof total assets. .................... 3.88% 3.82% 2.95%

The Company’s primary sources of funds consist of deposits, investment maturities and sales, loan principal
repayment, sales of loans, and capital funds. Additional liquidity is provided by bank lines of credit, repurchase
agreements, issuance of trust preferred securities and the ability to borrow from the Federal Reserve Bank and
Federal Home Loan Bank. The Company has a variable rate operating line of credit with US Bank National
Association in the amount of $15 million of which $11.1 million was available as of December 31, 2005. This line of
credit had a balance of $3.9 million at December 31, 2005 and has been renewed until June 30, 2006. The line of
credit has been used for subsidiary acquisitions and to purchase minority interests in various banks.

The Company has Federal Home Loan Bank advances primarily for funding loans at each of the Company’s
subsidiary banks as a lower-cost alternative to certain categories of time deposits and to fit various time intervals
within the Company’s overall rate-sensitivity position. At December 31, 2005 and 2004, the Company had $37.5
million and $41.8 million, respectively, of Federal Home Loan Bank advances which are secured by U.S. Government
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agency and mortgage-backed securities, residential real estate mortgage loans and all stock in the Federal Home
Loan Bank owned by the Company. Interest rates on these advances at December 31, 2005 vary from 1.88% to
5.37%. Maturities begin in 2006 and continue through 2011. Of the total FHLB advances outstanding as of December
31, 2005, $31 million is callable beginning in 2006.

If a substantial portion of the FHLB advances were called, it would have an adverse effect on liquidity. However,
the Company has the ability to replace those borrowings with new advances, at the prevailing interest rates and terms
established by the FHLB. Other options would include additional federal funds borrowings, additional utilization of
brokered time deposits, seasonal lines of credit at the Federal Reserve Bank and pledging unencumbered investment
securities as collateral for FHLB borrowings. Based on the Company’s internal policy limits, these other options
provide an additional borrowing capacity of approximately $305 million as of December 31, 2005.

In August 2005, the Company issued $10.3 million of junior subordinated debentures to Mercantile Bancorp
Capital Trust [ (the “Trust”). The Trust was formed for the sole purpose of issuing its own non-voting cumulative
preferred securities to one or more investors. The Company owns all of the voting securities of the Trust. The Trust
issued $10 million of its cumulative preferred securities through a private placement offering on August 25, 2005 and
invested the proceeds of its issuance in the Company’s junior subordinated debentures. Consistent with the FRB’s
capital adequacy guidelines, the proceeds of the Trust’s sale of its preferred securities will qualify as Tier I capital of
the Company. The junior subordinated debentures have a fixed interest rate for approximately 10 years of 6.10%,
which was the rate on December 31, 2005. Commencing November 25, 2015, the rate is equal to 3 month LIBOR plus
144 basis points. The junior subordinated debentures mature on August 25, 2035 and are callable, at the option of the
Company, at par on or after November 23, 2010. The Trust’s sole asset is the Company’s junior subordinated debt.
The Company’s obligations with respect to the issuance of the preferred securities constitute a full and unconditional
guarantee of the Trust’s obligations with respect to the preferred securities. Interest on the junior subordinated
debentures and distributions on the preferred securities are payable quarterly in arrears. Distributions on the preferred
securities are cumulative. The Company has the right, at any time, so long as no event of default has occurred and is
continuing, to defer payments of interest on the junior subordinated debentures, which will require deferral of
distribution of the preferred securities, for a period not exceeding 20 consecutive quarterly periods, provided that
such deferral may not extend beyond the stated maturity of the junior subordinated debentures. The preferred
securities are subject to mandatory redemption, in whole or in part, upon repayment of the junior subordinated
debentures at maturity or their earlier redemption.

The Company uses derivative instruments to manage interest rate risk. At December 31, 2005, the Company
had entered into two interest rate swap agreements with a notional amount totaling $15 million. The interest rate
swap agreements were used to hedge a pool of variable rate loans. The fair value of the derivatives was $238
thousand and $123 thousand at December 31, 2005 and 2004, respectively and was recorded as a liability in the
financial statements.

As indicated in the table above, average liquid assets increased 7.5% to $39.6 million as of December 31, 2005
from $36.9 million in 2004, which increased 18.0% from $31.2 million in 2003. As a percent of average total assets,
average liquid assets decreased to 3.68% in 2005 from 3.69% in 2004, which had increased from 3.56% in 2003. The
increase in average liquid assets during 2005 and 2004 is primarily attributable to the Company’s success in attracting
and retaining additional deposits which served to meet current loan funding requirements as well as enhancing
liquidity. Management is confident that the current level of liquid assets is adequate to meet anticipated cash flow
obligations.

An additional source of liquidity that can be managed for short-term and long-term needs is the Company’s
ability to securitize or package loans (primarily mortgage loans) for sale. During 2003 the Company realized
increased activity in the origination and sale of loans held for sale due to the low interest-rate environment. This
activity slowed considerably in 2004 as the Federal Reserve began increasing rates. The Company sold $32.5 million
in mortgage loans during 2005, $36.6 million during 2004 and $98.5 million during 2003. As of December 31, 2005
and 2004 the Company carried $3.6 million and $3.4 million, respectively, in loans held for sale that management
intends to sell during the next 12 months.

The Company also realized steady growth in loans held for investment during 2005 and 2004. This loan growth
was funded primarily through deposit growth.
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The objective of liquidity management by the Company is to ensure that funds will be available to meet demand
in a timely and efficient manner. Based upon the level of investment securities that reprice within 30 days and 90
days, management currently believes that adequate liquidity exists to meet all projected cash flow obligations.

The Company achieves a satisfactory degree of liquidity through actively managing both assets and liabilities.
Asset management guides the proportion of liquid assets to total assets, while liability management monitors future
funding requirements and prices liabilities accordingly.

The Company’s deposit base is stable, and has demonstrated consistent growth. While a majority of the
certificates of deposit in amounts of $100,000 or more will mature within 12 months, management expects that a
significant portion of these deposits will be renewed. Historically, large time deposits have been stable and
management is confident it can offer interest rates at the time of renewal that are competitive with other financial
institutions. If a significant portion of the certificates of deposit were not renewed, it would have an adverse effect on
liquidity. However, the Company has other available funding sources, including purchased funds from correspondent
banks and Federal Home Loan Bank advances, to mitigate this risk.

As of December 31, 2005, the total amount of time and brokered time deposits scheduled to mature in the
following 12 months was approximately $396.9 million. Long-term debt and related interest payments due in the
following 12 months was approximately $10.5 million. Operating lease payments due in the next 12 months total
approximately $216 thousand. The Company believes that it has adequate resources to fund all of its commitments
and that it can adjust the rate on time and brokered time deposits to retain deposits in changed interest environments.
If the Company requires funds beyond its internal funding capabilities, advances from the Federal Home Loan Bank
are available as an additional source of funds.

The following table presents additional information about contractual obligations as of December 31, 2005,
which by their terms have contractual maturity and termination dates subsequent to December 31, 2005:

Next 12 13-36 37-60 More than
Months Months Months 60 Months Totals

(dollars in thousands)
Contractual obligations:

Certificates of deposit. . .................. $396,938 $150,232 $27636 § 2995 §$577,801
Long-term borrowing (1) ................. 8,085 23,325 — 20,310 51,720
Interest payments on long-term borrowings. . . 2,435 - 3,767 2,298 3,171 11,671
Minimum operating lease commitments . . . .. 216 176 69 — 461

Totals . .o e et $407,674 $177,500  $ 30,003 §$ 26,476 $641,653

(1) The long-term borrowings included Federal Home Loan Bank advances totaling $37,475,000 at fixed rates
ranging from 1.88% to 5.37%. The remaining borrowings are comprised of a bank note payable totaling
$3,935,000 at a variable rate of interest, 5.75% at December 31, 2005, due June 30,2006, and a junior subordinated
debenture owed to an unconsolidated subsidiary totaling $10,310,000.

As of December 31, 2005, the Company had open-end lines of credit with approximately $179.0 million available
to be drawn upon and approximately $9.9 million in unfunded letters of credit. The following table presents additional
information about our unfunded commitments as of December 31, 2005, which by their terms have contractual
maturity dates subsequent to December 31, 2005:

Next 12 13-36 '37-60 . More than
Months Months Months 60 Months Totals

(dollars in thousands)
Unfunded commitments:

Lettersofcredit. . .........coovviiinn.. $§ 7262 § 219 § 4 $ 2440 $ 9925
Linesofcredit............ ... ... ....... 132,585 22,971 18,225 5,194 178,975
Totals . ..o v $ 139,847 $23,190 $18229 $§ 7.634 $188,900
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Included in the total outstanding unused lines of credit of $179.0 million as of December 31, 2005 were
commercial lines of $169.6 million and consumer lines of $9.4 million.

The Company’s banking subsidiaries routinely enter into commitments to extend credit in the normal course of
their business. At December 31, 2005, the Company had outstanding commitments to originate loans aggregating
approximately $3.2 million. The commitments extended over varying periods of time with the majority being
disbursed within a one-year period. Loan commitments at fixed rates of interest amounted to $2.6 million at
December 31, 2005 with the remainder at floating market rates. The balance of commitments to extend credit
represents future cash requirement and some of these commitments may expire without being drawn upon. The
Company anticipates it will have sufficient funds available to meet its current loan commitments, including loan
applications received and in process prior to the issuance of firm commitments.

The Company believes that it has adequate resources to fund all of its commitments.

RATE SENSITIVE ASSETS AND LIABILITIES

Interest rate sensitivity is a measure of the volatility of the net interest margin as a consequence of changes in
market rates. The rate-sensitivity chart shows the interval of time in which given volumes of rate-sensitive earning
assets and rate-sensitive interest-bearing liabilities would be responsive to changes in market interest rates based on
their contractual maturities or terms for repricing. It is, however, only a static, single-day depiction of the Company’s
rate sensitivity structure, which can be adjusted in response to changes in forecasted interest rates.

The following table sets forth the static rate-sensitivity analysis of the Company as of December 31, 2005:

Rate Sensitive Within

1 year 1-2 years 2-3 years 3-4 years 4-5 years Thereafter Total Fair Value
(dollars in thousands)
Interest bearing deposits ........ $ 14,548 3 — 3 - 5 — 8 — 3 — § 14548 § 14,548
Federal fundssold ............. 1,845 — — — — — 1,845 1,845
Securities .................... —
U.S. Treasuries and agencies . 5,864 1,062 1,408 — — 488 8,882 8,822
Mortgage-backed securities . . 49,619 41,386 8,188 — — — 99,193 98,947
State and political
subdivisions .. ......... 4,554 5,316 6,244 3,985 6,543 24,118 50,760 50,758
Corporate bonds ........... 514 — — — — 5,500 6,014 6,014
Equity securities ........... 277 — — — — — 277 277
Loans and loans held for sale. . ... 453,445 108,568 89,710 67,678 50,277 91,605 861,283 838,637
Total rate-sensitive assets ....... $530,666 $156,332 $105,550 $ 71,663 $ 56,820 $121,711 $1,042,742 $1,019,848
Interest bearing transaction
deposits .................. $ 15,877 $ 13,551 $ 5,707 $ 28,574 $15,467 $ 32,883 § 112,059 § 112,059
Savings deposits............... 18,927 7,987 3,017 — — — 29,931 49,930
Money market deposits ......... 84,987 12,527 4,058 447 — — 102,019 102,019
Time and brokered time deposits. . 396,938 119,428 30,804 20,612 7,024 2,995 577,801 575,505
Short-term borrowings. . ........ 32,587 — - — — — 32,587 32,587
Long-termdebt................ 8,085 2,325 21,000 — — 20,310 51,720 51,313
Total rate-sensitive liabilities. .. .. $557,401 $155,818 $ 64,586 $ 49,633 $ 22,491 $ 56,188 $ 906,117 § 923,413
Rate sensitive assets-rate sensitive
liabilities ................. $(26,735) $ 514 $ 40,964 $ 22,030 $ 34,329 $ 65,523 $ 136,625 $ 96,435
Cumulative Gap . . ............. $(26,735) $(26,221) § 14,743 $ 36,773 $71,102 $136,625 $ 136,625
Cumulative amounts as % of total
rate-sensitive assets......... -2.47% -2.42% 1.51% 3.62% 6.91% 13.19%
Cumulative Ratio.............. 0.95 0.96 1.02 1.05 1.08 1.15
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The. foregoing table shows a negative (liability-sensitive) rate-sensitivity gap for the l-year repricing category,
with a positive (asset-sensitive) gap. for all other categories. The negative gap in the 1-year category results from
having more liabilities. subject to repricing during that particular time period than assets subject to repricing during
the same time period. Beyond the 1-year category, the volume of assets subject to repricing exceeds the volume of
liabilities subject to repricing, resulting in a positive gap. On a cumulative basis, which assumes that as assets and
liabilities are repriced, they are either retained in the same category or replaced by instruments with similar
characteristics, the gap is liability-sensitive in both the [-year and 1-2 year categories, with an asset-sensitive gap in
each repricing category beyond [-2 years. The Company’s cumulative liability-sensitive gap structure in the l-year
and: 1-2 year categories. (which are: the time frames the Company devotes most of its attention to in its funds
management function) will allow net interest margin to grow if interest rates decrease during the respective time
frames as costs on interest-bearing liabilities would decline. at a faster pace than the yields on interest-bearing
liabilities..

The funds management policies of the Company require the subsidiary banks to monitor their rate-sensitivity
positions. so- that net. interest income over the next twelve months will not be reduced by more than 10% given a
change in interest rates of up to 200 basis points (plus or minus). As of December 31, 2005, management feels that
the banks and the Company, on a.consolidated basis, are within those guidelines.

CAPITAL RESOURCES

Other than the issuance of common stock, the Company’s primary source: of capital is net income retained by
the: Company. During the year ended December 31, 2005, the Company earned $9.5 million and paid dividends of
$1.8 million to stockholders resulting in a retention of current earnings of $7.7 million. During the. years ended
December 31, 2004 and 2003, the Company earned $8.3 million and $8.3 million and paid dividends to stockholders
of $1.5 million and $1.4 million resulting in a retention of current earnings of $6.8 million and $6.9 million,
respectively.

The Federal Reserve Board. uses capital adequacy guidelines in its examination and regulation of bank holding
companies and their subsidiary banks. Risk-based capital ratios are established by allocating assets and certain off-
balance sheet commitments into four risk-weighted. categories. These balances are then multiplied by the factor
appropriate for that risk-weighted category. The guidelines require bank holding companies and their subsidiary
banks to maintain a total capital to total risk-weighted asset ratio of not less than 8.00%, of which at least one half
must be Tier I capital, and a Tier 1 leverage ratio of not less than 4.00%. As of December 31, 2005, the Company
had a total capital to total risk-weighted asset ratio of 11.8%, a Tier 1 capital to risk-weighted asset ratio of 10.9% and
a Tier 1 leverage ratio of 9.0%. As of December 31, 2004, the Company had a total capital to total risk-weighted asset
ratio of 10.4%, a Tier 1 capital to risk-weighted asset ratio 0f 9.6% and a Tier 1 leverage ratio of 7.5%. As these ratios
indicate, the Company exceeds the regulatory capital guidelines. Likewise, the individual ratios for each of the
Company’s bank subsidiaries also exceed the regulatory guidelines.

Without prior approval, the subsidiary banks are restricted as to the amount of dividends that they may declare
to the balance of the retained earnings account, adjusted for defined bad debts. The banks’ retained earnings available
for dividends to the Company at December 31, 2005 and 2004 totaled $46.5 million and $43.3 million, respectively.
As a practical matter; the subsidiary banks restrict dividends to a lesser amount because of the desire to maintain an
adequate capital structure. Despite these restrictions, management feels that it has sufficient resources available to
meet its capital and funding needs.

REGULATORY CONSIDERATIONS

It is management’s belief that there are no current recommendations by the regulatory authorities that, if’
implemented, would have a material effect on the Company’s liquidity, capital resources, or operations.

ACCOUNTING PRONOUNCEMENTS

In March 2004, the Financial Accounting Standards Board (“FASB”) reached a consensus on Emerging Issues
Task Force Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments (“EITF 03-17). EITF 03-1 provides guidance for determining when an investment is impaired and
whether the impairment is other than temporary. EITF 03-1 also incorporates into its consensus the required
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disclosures about unrealized losses on investments announced by the EITF in late 2003 and adds new disclosure
requirements relating to cost-method investments. The new disclosure requirements were effective for annual
reporting periods ending September 15, 2004 and the new impairment accounting guidance was to become effective
for reporting periods beginning after September 15, 2004. In September 2004, the FASB delayed the effective date
of EITF 03-1 for measurement and recognition of impairment losses until implementation guidance is issued.

In June 2005, the FASB decided not to provide additional guidance on the meaning of other-than-temporary
impairment, but directed the FASB staff to issue a FASB Staff Position (“FSP”) which will be re-titled FSP FAS 115-
1, The Meaning of Other-Than-Temporary Impairment and Its Applications to Certain Investments (“FSP FAS 115-
17). FSP FAS 115-1 will supersede EITF 3-1 and EITF Topic No. D-44, Recognition of Other-Than-Temporary
Impairment upon the Planned Sale of a Security Whose Cost Exceeds Fair Value. FSP FAS 115-1 will replace
guidance in EITF 03-1 on loss recognition with references to existing other-than-temporary impairment guidance,
such as FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities (“SFAS 115”).
FSP FAS 115-1 will be effective for other-than-temporary impairment analysis conducted in periods beginning after
September 15, 2005. The Company has consistently followed the loss recognition guidance in SFAS 115, so the
adoption of FSP FAS 115-1 is not expected to have a significant impact on the Company’s financial condition or
results of operations.

In December 2004, the FASB issued SFAS No. 153, Exchanges of Nonmonetary Assets, an amendment of APB
Opinion No. 29, Accounting for Nonmonetary Assets (“SFAS 153”). SFAS 153 amends the principle that exchanges
of nonmonetary assets should be measured based on the fair value of the assets exchanged and more broadly provides
for exceptions regarding exchanges of nonmonetary assets that do not have commercial substance. The provisions
of SFAS 153 are effective for nonmonetary asset exchanges occurring in fiscal periods beginning after September
15, 2005. The Company does not expect the requirements of SFAS 153 to have a material impact on its financial
position or results of operations.

In September 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections —areplacement
of APB Opinion No. 20 and FASB Statement No. 3 (“SFAS 154”). SFAS 154 changes the requirements for the
accounting for reporting of a change in accounting principles and also applies to all voluntary changes in accounting
principles. SFAS 154 is effective for accounting changes and corrections of errors made in fiscal years beginning
after December 15, 2005.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

For information regarding the market risk of Mercantile Bancorp, Inc.’s financial instruments, see Item 7 —
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Rate Sensitive Assets
and Liabilities. Mercantile Bancorp, Inc.’s principal market risk exposure is to interest rates.

ITEMS8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements, the reports thereon, and the notes thereto commence at page 78 of this Annual Report
on Form 10-K. ‘
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Consolidated Quarterly Financial Data

2005
December 31  September 30 June 30 March 31
(dollars in thousands, except per share data)

INterest INCOME . . ot vttt et ettt e et e et $ 16,269 § 15390 $14,594 § 13,527
Interestexpense ... e 6,951 6,479 5,725 5,183

Netinterest inCOme. . ... .ottt it e et 9,318 8,911 8,869 8,344
Provision for loanlosses. .......... .., ' 688 451 680 549
NODINtEreSt iNCOME, . . .o i v i et it e e i e ieen s 2,420 2,158 1,985 1,984
NOninterest EXPense . . ... vovut vt r et 7.267 7,060 6,638 6,852
Minority interest. . ... ..o e 119 302 133 94
Income before incometaxes. .. ........coviiiinni . 3,664 3,256 3,403 2,833
Income taxes. oottt e 1,201 634 1,001 816

NetineomeE oottt e e e $ 2,463 $ 2,622 § 2402 $ 2,017
Basic earningspershare. . ........ ... i § 126 _ % 134 8§ 122 S 1.03

2004

December 31 September 30 June 30 March 31
(dollars in thousands, except per share data)

INtErest iMCOME . o . o v v v ot e e e e e e et e e e e e $ 13,460 $ 12,571 $12,314 $11,441
INnterest XPense .. ...ou ittt e e 4,900 4,615 4,338 4,140

Net Interest INCOME . . ot ettt et it e e i i e 8,560 7,956 7,976 7,301
Provision for loanlosses. .......... ... i 524 422 399 401
Noninterest iNCOME. . ... ottt it et 2,066 1,776 2,025 1,990
NoONINtErest EXPense . .« oo v o vt e it 6,136 7,036 6,679 6,027
Minority interest. . .. ...ttt e 69 30 27 25
Income before income taxes. .. ...t in i, 3,897 2,244 2,896 2,838
Incometaxes. .........oov.... e 1,219 622 946 770

NEtINCOME .+ vt ettt et e e § 2678 § 1,622 $ 1950 § 2,068
Basic earningspershare. . ....... ... . $ 137 § 08 $ 1.00 3 1.05

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There have been no disagreements with accountants on any matter of accounting principles or practices or
financial statement disclosures during the three years ended December 31, 2005.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures. The Company carried out an evaluation, under the supervision
and with the participation of our management, including the Chief Executive Officer and Chief Financial Officer, of
the effectiveness of the design and operation of the Company’s disclosure controls and procedures as of the end of
the period covered by this report. Based on this evaluation, the Company’s Chief Executive Officer and Chief
Financial Officer concluded that the Company’s disclosure controls and procedures (as defined in Rules 13a-15(¢)
and 15d-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act™)) are effective to ensure that information
required to be disclosed by the Company in reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported to the Company’s management within the time periods specified in the
Securities and Exchange Commission’s rules and forms.
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Changes in internal control over financial reporting. There were no changes in the Company’s internal control
over financial reporting that occurred during the Company’s most recent fiscal quarter that have materially affected
or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

For information on the executive officers of the Company, please see Part I of this Form 10-K under the caption
Item 4A — “Executive Officers of Registrant”. Also, the Company incorporates herein by reference the information
set forth under the captions “Election of Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance”
and “Corporate Governance” in the Company’s definitive proxy statement for its 2006 Annual Meeting of Stockholders
to be filed with the Securities and Exchange Commission (“2006 Proxy Statement”), is incorporated herein by
reference in response to this item. The Company’s Board of Directors has adopted a Code of Ethics for senior
executive, financial and accounting officers, among other persons, which was filed as Exhibit 14.1 to the Annual
Report on Form 10-K for the fiscal year ended December 31, 2004.

ITEM 11. EXECUTIVE COMPENSATION

The information under the caption “Executive Compensation and Other Information™” in the 2006 Proxy
Statement is incorporated herein by reference in response to this item.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information under the caption “Ownership of Common Stock by Management and Principal Shareholders”
in the 2006 Proxy Statement is incorporated herein by reference in response to this item.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information under the caption “Interests of Directors and Officers in Certain Transactions” in the 2006
Proxy Statement is incorporated herein by reference in response to this item.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information under the caption “Principal Accounting Fees and Services” in the 2006 Proxy Statement is
incorporated herein by reference in response to this item.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Financial Statements

Reference is made to the consolidated financial statements, reports thereon, and notes thereto commencing at
page 78 of this Annual Report on Form 10-K. A list of such consolidated financial statements is set forth below:

Report of Independent Certified Public Accountants

Consolidated Balance Sheets at December 31, 2005 and 2004

Consolidated Statements of Income for the Years Ended December 31, 2005, 2004, and 2003
Consolidated Statement of Stockholders’ Equity for the Years Ended December 31, 2005, 2004, and 2003
Consolidated Statements of Cash Flows for the Years Ended December 31, 2005, 2004, and 2003

Notes to Consolidated Financial Statements
(b} Exhibits — See Exhibit Index

(¢)  There are no financial statement schedules filed herewith.

SIGNATURES

Pursuant to the requirements of Section 13 of 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

MERCANTILE BANCORP, INC.
(Registrant)

By: /s/ DAN S. DUGAN
Name: Dan S. Ducan
Title: Chairman, President and Chief Executive
Officer
Dated: March 28, 2006
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Exhibit
Number

Description of Exhibit

3.1

32

4.1

42

10.1%

10.2%

10.37

1047

10.5%

10.6

10.7
10.8

14.1

21.1
31.1

312

32.1

32.2

Certificate of Incorporation of Mercantile Bancorp, Inc., as amended, filed with the Registration
Statement on Form 10 dated May 12, 2004 (File No. 000-50757)(the “Registration Statement”), under
the same exhibit number.

Bylaws of Mercantile Bancorp, Inc., as amended, filed herewith.

Shareholder Rights Agreement dated July 9, 1999 between the Company and Mercantile Trust &
Savings Bank, filed under same exhibit number with the Registration Statement.

Amendment to Shareholder Rights Agreement dated May 15, 2000 between the Company and
Mercantile Trust & Savings Bank, filed under same exhibit number with the Registration Statement.

Amendment in its Entirety to Employment Agreement dated December 19, 2005, between Mercantile
Bancorp, Inc. and Mercantile Trust & Savings Bank and Dan S. Dugan, filed herewith.

Executive Employee Salary Continuation Agreement dated December 8, 1994 between Mercantile
Trust & Savings Bank and Dan S. Dugan, filed as Exhibit 10.3 with the Registration Statement.

Amendment to Dugan Executive Employee Salary Continuation Agreement dated April 26, 2004,
filed as Exhibit 10.4 with the Registration Statement.

Executive Employee Salary Continuation Agreement dated December 8, 1994 between Mercantile
Trust & Savings Bank and Ted T. Awerkamp, filed as Exhibit 10.5 with the Registration Statement.

Amendment to Awerkamp Executive Employee Salary Continuation Agreement dated April 26, 2004,
filed as Exhibit 10.6 with the Registration Statement.

Mercantile Bancorp, Inc. Profit Sharing Plan and Trust, filed as Exhibit 10.7 with the Registration
Statement.

401(k) Plan Adoption Agreement, filed as Exhibit 10.8 with the Registration Statement,

Amendment to the Profit Sharing Plan and Trust, filed as Exhibit 10.9 with the Registration
Statement.

Code of Ethics, filed under same exhibit number with Annual Report on Form 10-K for fiscal year
ended December 31, 2004.

Subsidiaries of registrant, filed with the Registration Statement under same exhibit number.

Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act
of 1934, as amended, filed herewith

Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) of the Securities Exchange Act
of 1934, as amended, filed herewith

Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, adopted pursuant to
906 of the Sarbanes-Oxley Act of 2002, filed herewith

Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, adopted pursuant to
906 of the Sarbanes-Oxley Act of 2002, filed herewith

tManagement contract or compensatory plan or arrangement.
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the

following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature

Title

Date

/s/ DAN S. DUGAN

Dan S. Ducan

/s/ MICHAEL P. MCGRATH

MicHAEL P. McGRATH

/s TED T. AWERKAMP

Tep T. AWERKAMP

/s DAN S. DUGAN

Dan S. Ducan

/st MICHAEL J. FOSTER

MicHAEgL J. FosTER

/sf WILLIAM G. KELLER, JR.

WiLLiaM G. KELLER, Jr.

/s/ HAROLD W. KNAPHEIDE, 11

HaroLp W, KNaPHEIDE, 111

/s/ FRANK H. MUSHOLT

Frank H. MusHoLT

/st WALTER D. STEVENSON, III

WALTER D. STEVENSON, 11

Chairman, President and Chief Executive Officer
(principal executive officer)

Vice President and Chief Financial Officer
(principal financial officer/principal accounting
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officer)

Director

Director

Director

Director

Director

Director

Director

March 28, 2006

March 28, 2006

March 28, 2006
March 28, 2006
March 28, 2006
March 28, 2006
March 28, 2006
March 28, 2066

March 28, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Audit Committee,

Board of Directors and Stockholders
Mercantile Bancorp, Inc.

Quincy, Iilinois

We have audited the accompanying consolidated balance sheets of Mercantile Bancorp, Inc. as of December 31, 2005
and 2004, and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the
years in the three-year period ended December 31, 2005. These financial statements are the responsibility of the
Company’s management.. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe:that our andits provide: a reasonable basis for our opinion.

In our opinion, the consolidated financial statements reférred to above present fairly, in all material respects, the
financial position of Mercantile Bancorp, Inc. as of December31, 2005 and 2004, and the results of its operations and
its cash flows for each of the years in the three-year period ended December 31, 2005 in conformity with accounting,
principles generally accepted in the United States of America..

s/ BKD, LLP

Decatur; Illinois

February 9, 2006

except for Note: 23

which is as of March 17, 2006
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MERCANTILE BANCORP, INC.

Consolidated Balance Sheets
December 31, 2005 and 2004
(in thousands, except share data)

Assets

Cashand due from banks. . ... ...t i e e i e
Interest-bearing demand deposits . .. ...
Federal funds sold .. ... i e e e

Cashand cash equivalents. ... ... . ... i e s
Available-for-sale SECUItIES . .. ... ot i e e e e e
Held-to-maturity SECUTTHIES . . . ..ottt ettt et et e et e
Loans held for sale. . ... o o i i e e e
Loans, net of allowance for loan losses of $8,082 and $7,115 at December 31, 2005 and 2004 .......
Interest receivable . ... . i e e
Foreclosed assets held for sale, net . ... .. o it i i e e
Federal Home Loan Bank stock . ... ..o i i it ettt e it e e
Equity method investments in common stock . ....... .. it i e
Cost method investments in common stOCK . . ... ..o i i i i e
Deferred INCOme taXeS . .. ..o oottt e
Mortgage servicing Fights . . ... ..o i e
Cash surrender value of Iife InSUIENCE . ... .ttt et it ittt et
Premises and €qUIPMENt . .. .. v vttt e e e e
GOOdWIlL. L. e e

Liabilities and Stockholders’ Equity
Liabilities
Deposits

Total depoSits. . . . oo e
Interest rate swaps at fair value . . ... ..o i e
Short-term BOTTOWINES. . . . ...t e
Long-term debt. .. ... . e e e
Interest payable ... ... i e
O R . e e

Commitments and Contingent Liabilities
Minority INterest. .. .. ... .. . e
Stockholders’ Equity

Common stock, $1.25 par value; authorized 12,000,000 shares;

Issued — 1,974,930 shares
Outstanding — 1,949,415 and 1,963,680 shares at December 31,2005 and 2004 ... ...........

Additional paid-in capital ... ... ... e
Retained Carmings .. .. .. e
Accumulated other comprehensive income (loss) ........... .

Treasury stock, at cost
Common; 25,515 and 11,250 shares at December 31,2005and2004. . . .....................

Total stockholders’ equity . ... ... ..o
Total liabilities and stockholders’ equity ... ...t i e

See Notes to Consolidated Financial Statements
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2005 2004
$ 27,761 8 24356
14,548 10,098
1,845 5,265
44,154 39,719
150,196 153,481
14,870 19,890
3,635 3,367
849,566 761,607
7,896 6,518
341 523
5,432 5,100
7,105 4,760
3,350 1,849
4,254 1,978
1,018 998
15,930 15,324
18,242 16,059
5,208 5,208
2,360 1,203
4,267 2,969

$1,137,824

$ 1,040,553

$ 104320 § 95786
264,008 255,705
450,336 430,372
127,465 91,564
946,129 873,427

238 123
32,587 21,385
51,720 49758

3,134 2,146
4,967 4,294
1,038,775 951,133
7,561 3,438
2,469 2,469
12,924 12,624
78,200 70,453
(848) 857
92,745 86,403
(1,257) @21)
91,488 85,982

$1,137,824

$ 1,040,553




MERCANTILE BANCORP, INC.

Consolidated Statements of Income
Years Ended December 31, 2005, 2004 and 2003
(in thousands, except share data)

2008 2004 2003
Interest and Dividend Income
Loans
Taxable . ... e $ S1,767 § 42,015 § 3837
TaX BXCIMIPL . . o oot e e e e 720 556 440
Securities
Taxable . ... e 4,791 5,149 4,935
TaX EXOIMPL . . oot e ettt e e e 1,775 1,553 1,942
Federal funds sold. . . ... .. . i e 134 84 50
Dividends on Federal Home LoanBank Stock ......... ... ... ... . o o i, 235 259 275
Deposits with financial institutionsand other. . ........... ... . ... ... ... ... 358 170 188
Total interest and dividend income ....... ... ... .. . . . i 59,780 49,786 46,201
Interest Expense
POt . et e e e e 21,185 15,476 15,232
- Short-term borrowings . ... ... 676 286 233
Long-termdebt . ... e 2,477 2,231 2,275
Total INtereSt EXPENSE . . o\ v oottt e e ettt et e e 24,338 17,993 17,740
Net Interest Income ... ... .. . i i e 35,442 31,793 28,461
Provision for Loan Losses. .. ... ... . ... i 2,368 1,746 2,487
Net Interest Income After Provision for Loan Losses. . ......... ... ..o iiiininin. .. 33,074 30,047 25,974
Noninterest Income
Fiduciary activities . . .. ...t e 1,910 1,670 1,595
CuStOmMEr SEIVICE feeS. . oo i e 3,407 3,394 3,263
Other service chargesand fees. ... 1,051 919 866
Net gains on loan sales . ... .ot i e 548 521 1,336
Loan servicing fees. ... .o e 372 366 377
Net realized gains (losses) on sales of available-for-sale securities . ................... — (€)) 59
Net increase in cash surrender value of life insurance ............ ... .. .o 606 619 692
Income on equity method investments in commonstock............ ... i oL 182 187 —
O Lt e e e 471 185 33
Total NONINtErEStiNCOME . ..\ttt it e e e 8,547 7,857 8,519
Noninterest Expense
Salaries and employee benefits. ... ... .. 15,937 15,182 12,979
NeEt OCCUPANCY EXPEISE. . ..ottt ittt ittt ettt et ettt e 2,061 1,487 1,292
EQUIPMEnt XPenSe. . ... o ittt e 1,667 1,612 1,603
Deposit inSUrance Premill .. ..ottt ottt e 119 119 124
Professional fees . . ... e e 1,361 1,243 948
Postage and supplies. .. ... 857 838 788
Loss on foreclosed @ssets, Nel. .. ..ot e 94 134 420
Loss on equity method investments in common stock .. ... e —_ — 216
Amortization of mortgage servicingrights ............... ... o oo 196 185 538
174 £ 17 P ’ 5,525 5,078 4,078
Total NONINterest EXPENSE. . . v vttt e et e e 27,817 25,878 22,986
Mnority Interest . . . ... . e e 648 151 43
Income Before Income Taxes . ......... ... . i e, 13,156 11,875 11,464
Provision for Income Taxes. . ................coiiiiiiiiinnan. e 3,652 3,557 3,153
NetINCOMIC .. .ot e e e e e 3 9,504 § 8,318 $ 8,311
Basic Earnings Per Share .. ... ... ... . .. $ 485 % 424 $ 4.23
Weighted average sharesoutstanding. . ......... ... ... ... .. .. i 1,959,672 1,963,680 1,963,680

See Notes to Consolidated Financial Statements
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MERCANTILE BANCORP, INC.

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2005, 2004 and 2003
(in thousands, except share data)

Accumulated
Commeon Stock Additional Other
Shares Paid-In Retained  Comprehensive  Treasury
Outstanding Amount Capital Earnings  Income (Loss) Stock Total
Balance, January 1,2003........... 1,963,680 $ 2469 $ 12,498 $ 56,652 $ 3,662 $ 421) $74,860
Comprehensive income
Netincome................ — — —_ 8,311 — -— 8,311
Change in unrealized
appreciation on available-
for-sale securities, net of
taxes and reclassification
adjustment............. — — — — (1,762) — (1,762)
Total comprehensive
income ............ 6,549
Dividends on common stock,
$070 pershare............. — — — (1,375) — — (1,375
Balance, December 31,2003 ... .. ... 1,963,680 2,469 12,498 63,588 1,900 421) 80,034
Comprehensive income
Netincome................ — —_ — 8,318 —_ —_ 8,318
Change in unrealized
appreciation on available-
for-sale securities, net of
taxes and reclassification .
adjustment............. — — — —_ 951) — 9s51)
Accumulated other
comprehensive loss of
equity method investee. . . — — —_ — (16) — (16)
Change in unrealized loss on
interest rate swaps, net of
tAXES. . ot — — — — (76) — (76)
Total comprehensive :
income ............ 7,275
Issuance of stock to minority
shareholders of Mid-
America .................. — — 126 — — —_ 126
Dividends on common stock,
$0.74 pershare............. — — — (1,453) — — (1,453)
Balance, December 31,2004 . ... .... 1,963,680 2,469 12,624 70,453 857 (421) 85,982
Comprehensive income
Netincome................ — — —_ 9,504 — — 9,504
Change in unrealized
depreciation on available-
for-sale securities, net of
taxes and reclassification
adjustment............. — — —_ — (1,606) — (1,606)
Accumulated other
comprehensive loss of
equity method investee. . . — — — — 2n — (28)
Change in unrealized loss on
interest rate swaps, net of
1AXES, v\ v — — — — 72) —_ (2]
Total comprehensive
income ............ 7,799
Issuance of stock to minority
shareholders of Mid-
America .................. — — 300 — — — 300
Dividends on common stock,
$0.90 pershare............. — — — (1,757) — - (1,757)
Purchase of treasury stock ....... (14,265) — — — — (836) (836)
Balance, December 31,2005 ........ 1,949,415 $ 2469 $ 12924 $ 78200 3 (84%) $(1,257y $91,488

See Notes to Consolidated Financial Statements
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MERCANTILE BANCORP, INC.

Statements of Cash Flows
December 31, 2005, 2004 and 2003
(in thousands, except share data)

Operating Activities

NetinComME. . ..t i i e

Items not requiring (providing) cash '
Depreciation. . .. ... .
Provision for 10an 10SSes . . ... it i s
Amortization of premiums and discounts on securities. .. ......... .. e
Amortization of core depositintangibles ............ ... ... . oo
Deferred INCOME taXes. . ... ittt e i e
Net realized (gains) losses on sales of available-for-sale securities. . ...............
Losses on sales of foreclosed assets ............... . it
Netgainsonloansales. ........ ... i i e
Amortization of mortgage servicingrights. . ............ ... ... ... ...l
Loss on sale of premises and equipment. . ............... ... ool
(Income) loss on equity method investments in commonstock. . ..................
Federal Home Loan Bank stock dividends..................... ... ... .. ....
Net increase in cash surrender value of life insurance. ..........................
Minority interest in earnings of subsidiary ...... .. . oo oo i

Changes in :
Loanoriginated forsale. .......... .o i e
Proceeds fromsalesof loans. . ........ .. .
Interestreceivable .. ...
O hEr @SSEtS . ... oottt e
Interestpayable ..... .. ...
Other liabilities. . .. ... . . i e e e

Investing Activities

Cash received in acquisition of Mid-America....... ..o i
Cash paid for additional shares of Mid-America............. ... .. oL
Purchases of available-for-sale securities ........... . ... . it
Proceeds from maturities of available-for-sale securities. ................. ... ...
Proceeds from the sales of available-for-sale securities .. ...........................
Purchases of held-to-maturity securities . . ......... ... i
Proceeds from maturities of held-to-maturity securities . ...........................
Netchange In10ans. . ... i e e e
Purchases of premises and equipment . .......... ... ... i it
Proceeds from sales of premises and equipment. .. ......... ... o e
Purchases of Federal Home Loan Bank stock . .............ooiviiiii ..
Proceeds from the sales of foreclosed assets .. ........... ...,
Purchase of cost method investment in common stock. . ...........oovviiieereanin..,
Purchases of equity method investment in common stock . . .........................

Net cash used in investing activities . .......... ... ... i i

Financing Activities

Net increase in demand deposits, money market, NOW and savings accounts. . .........
Net increase in time and brokered time deposits. . .. ... ..ot e
Net increase (decrease) in short-term borrowings. .. ...,
Proceeds from long-term debt . ... . . e
Repayment of long-termdebt. . ... .. ...
Proceeds from issuance of stock to minority interest of Mid-America .................
Purchase of treasury Stock . ... ..ot e
Dividends paid. . . ... e
Dividends paid on minority shares. . ...... ... . i i i

Net cash provided by financing activities . ............. ... . ... ..ot

Increase (Decrease) in Cash and Cash Equivalents. .................................
Cash and Cash Equivalents, Beginningof Year. ........... ... ... ... ... .......
Cash and Cash Equivalents, Endof Year ... ...... ... .. .. ... ... ... .. ...,

Supplemental Cash Flows Information

Interest paid. . ... oo e e
Income taxes paid (net of refunds) . . ......... .o i
Real estate acquired in settlementofloans . ........ ... ... ... o il
Mid-America equity method investment recorded at acquisition. . ....................
Increase in additional paid-in-capital due to issuance of stock to minority interest of Mid-

Americaataprice overbook. .. ... . e
Increase in core deposit intangibles due to purchase of Mid-America at a price over book .
Core deposit intangible reclassified togoodwill .. ... ... o

See Notes to Consolidated Financial Statements
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2005 2004 2003
$ 9504 $ 8318 § 83ll
1,652 1,257 1,167
2,368 1,746 2,487
943 1,287 1,127
161 145 66
(1,252) ) (470)
— 4 (59)

94 134 420
(548) (521) (1,336)
196 185 538
70 — —
(182) (187) 216
(223) (246) (248)
(606) (619) (692)
648 151 43
(32,513) (35,064) (76,865)
32,481 36,644 98,486
(1,378) (98) 334
(1,298) @ (307)
988 197 (110)
673 933 1,019
11,778 13.704 34,127
— 3,691 —

- (770) —
(63,953) (45,747) (85,000)
63,983 45213 76,858
— 2,775 1,054
— (199) (32,554)
4,745 6,810 5,200
(90,386) (82,784) (57,611)
(3,940) (1,402) (2,169)
35 — 46
(109) (309) (222)
743 1,003 986
(1,501) = (695)
(2.986) — (2.104)
(93,869) (71.719) (101,211)
16,837 40,524 23,339
55,865 30,846 50,690
11,202 2,084 (5,033)
13.212 3,250 7,998
(11,250) (4,677) (8,950)
3.307 392 -
(836) — —
(1,757) (1,453) (1,375)
(54) — (187)
86.526 70,966 66.482
4,435 12,951 (602)
39.719 26,768 27.370
244154 _$ 39719 B 26768
§ 23350 $ 17,796 $ 17,850
$ 4423 % 3205 3 2731
$ 655 § 917 § 758
$ — % 3059 $ —
$ 300 $ 126 § —
$ 43 $§ — 8 —
$ — $ 760 8§ —




- MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
{Table dollar amounts in thousands)

NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

Mercantile Bancorp, Inc. (“Company”) is a multi-state bank holding company whose principal activity is the
ownership and management of its wholly and majority owned subsidiaries, Mercantile Trust & Savings Bank, Perry
State Bank, Farmers State Bank of Northern Missouri, Marine Bank and Trust, Golden State Bank, Security State
Bank of Hamilton, Brown County State Bank, State Bank of Augusta and Mid-America Bancorp, Inc., the sole
shareholder of Heartland Bank, (“Banks”). Mercantile Bancorp Capital Trust 1 (“Trust”) is an unconsolidated
wholly-owned subsidiary of the Company. The Trust was formed on August 25, 2005, to issue cumulative preferred
securities. The Company owns all of the securities of the Trust that possess general voting powers. The Banks are
primarily engaged in providing a full range of banking and financial services to individual and corporate customers
in Western Illinois, Northern Missouri, and suburban Kansas City, Missouri. The Banks are subject to competition
from other financial institutions. The Company and Banks are also subject to regulation by certain federal and state
agencies and undergo periodic examinations by those regulatory authorities.

Investment Subsidiary

Mercantile Trust & Savings Bank (“MTSB”) has a subsidiary, Mercantile Investments, Inc. (“MII”), that
manages the majority of MTSB’s investment portfolio. MII, located in the Cayman Islands, is included in the
consolidation of the Company’s financial statements. As of December 31, 2005, MII had approximately $97,926,000
in total assets. I

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and the Banks and their wholly and
majority-owned subsidiaries. All significant intercompany accounts and transactions have been eliminated in
consolidation. The portion of equity and related earnings of shares of Security State Bank of Hamilton and Mid-
America Bancorp, Inc. not wholly owned by Mercantile Bancorp, Inc. are reflected as minority interest on the
consolidated balance sheets and statements of income.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. ’ ‘

Material estimates that are particularly susceptible to significant change relate to the determination of the
allowance for loan losses. In connection with the determination of the allowance for loan losses, management
generally obtains independent appraisals for significant properties.

Cash Equivalents

The Company considers all liquid investments with original maturities of three months or less to be cash
equivalents.




MERCANTILE BANCORP, INC.
Notés to Consolidated F'inancial,Statenient-s
December 31, 2005, 2004, and 2003
{Table dollar amounts in thousands)

Securities

Available-for-sale securities, which include any security for which the Company has no immediate plan to sell
but which may be sold in the future, are carried at fair value. Unrealized gains and losses are recorded, net of related
income tax effects, in other comprehensive income (loss).

Held-to-maturity securities, which include any security for which the Company has the positive intent and
ability to hold until maturity, are carried at historical cost adjusted for amortization of premiums and accretion of
discounts. §

Amortization of premiums and discounts are recorded as interest income from securities. Realized gains and
losses are recorded as net security gains (losses). Gains and losses on sales of securities are determined on the
specific-identification method. - ' '

Equity Method Investments

The Company has investments in common stock of companies recorded under the equity method of accounting:
The equity method is used whenever the Company lacks control, but exercises significant influence over the operating
and financial policies of an investee. Under the equity method, the Company increases (decreases) its carrying
amount of its investment in the investees to reflect the Company’s share of income (losses) and reduces its investment
to reflect dividends received. The Company’s share of the income (losses) in the investees is included in the Company’s
net income.

Cost Method Investments

The Company has investments in common stock of companies recorded under the cost method of accounting.
The Company owns less than 20% of the investee’s common stock and does not have the ability to exercise significant
influence over the operating and financial policies of the investees. Under the cost method, the Company’s carrying
amount of its investment represents the cost paid initially for the stock which is periodically reviewed for
impairment. ’ o

Derivative Financial Instruments and Hedging Transactions

As part of the Company’s asset and liability management strategy, it may engage in derivative financial
instruments, such as interest rate swaps, with the overall goal of minimizing the impact of interest rate fluctuations
on its net interest margin. During 2003, the Company entered into two interest rate swap agreements. The objective
for the interest rate swaps is to manage asset and liability positions in connection with the Company’s overall strategy
of minimizing the impact of interest rate fluctuations on its interest rate margin. As part of the Company’s overall
risk management the Company’s Asset Liability Committee, which meets monthly, monitors and measures interest
rate risk and the sensitivity of assets and liabilities to interest rate changes, including the impact of the interest rate
swaps. No other swaps or derivative contracts were entered into in 2005 or 2004.

The interest rate swaps qualify as cash flow hedges under Statement of Financial Accounting Standards
(“SFAS™) No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended and interpreted, and
are designed as hedges of the variability of cash flows the Company receives on certain of its loans indexed at the
U.S. Prime rate. In accordance with SFAS No. 133, these interest rate swap agreements are measured at fair value
and reported as a liability on the consolidated statement of financial condition. The portion of the change in the fair
value of the interest rate swaps that is deemed effective in hedging the cash flows of the designated liabilities is
recorded as a component of accumulated other comprehensive income (loss), net of tax, and reclassified into interest
income as such cash flows occur in the future. Any ineffectiveness resulting from the hedges is recorded as a gain
or loss in the consolidated statements of income. No such gains or losses were recorded in 2005, 2004 or 2003.
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MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
(Table dollar amounts in thousands)

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or fair
value in the aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges to
income. :

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoffs
are reported at their outstanding principal balances adjusted for any charge-offs and the allowance for loan losses.
Interest income is reported on the interest method and includes amortization of net deferred loan fees and costs over
the loan term. Generally, loans are placed on non-accrual status at ninety days past due and interest is considered a
loss, unless the loan is well-secured and in the process of collection.

Allowance for Loan Losses

The allowance for loan losses is established as losses are estimated to have occurred through a provision for
loan losses charged to income. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated.on a regular basis by management and is based upon management’s
periodic review of the collectibility of the loans in light of historical experience, the nature and volume of the loan
portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying
collateral and prevailing economic conditions. This evaluation is inherently subjective as.it requires estimates that
are susceptible to significant revision as more information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that the Company
will be unable to collect the scheduled payments of principal or interest when due according to the contractual terms
of the loan agreement. Factors considered by management in determining impairment include payment status,
collateral value and the probability of collecting scheduled principal and interest payments when due. Loans that
experience insignificant payment delays and payment shortfalls generally arenot classified as impaired. Management
determines the significance of payment delays and payment shortfalls ona case-by-case basis, taking into consideration
all of the circumstances surrounding the loan and the borrower; including the length of the delay, the reasons for the
delay, the borrower’s prior payment record and the amount of the shortfall in relation to the principal and interest
owed. Impairment is measured on a loan-by-loan basis for non-homogeneous loans by either the present value of
expected future cash flows discounted at the loan’s effective interest rate, the loan’s observable market price or the
fair value of the collateral if the loan is collateral dependent.

Large groups of smallerbalance homogenous loans are collectively evaluated forimpairment. Accordingly, the
Company does not separately identify individual consumer and residential loans for impairment disclosures.
Premises and Equipment

Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using,
accelerated and straight-line methods over the estimated useful lives of the assets.

Federal Home Loan Bank Stock

Federal Home Loan Bank stock is stated at cost and is a required investment for institutions that are members
of the Federal Home Loan Bank system. The required investment in the common stock is based on a predetermined
formula. Effective in 2005, the Federal Home Loan Bank of Chicago announced that they have ceased repurchasing
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MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31,2005, 2004, and 2003
(Table dollar amounts in thousands)

for.an undisclosed period of time ‘any stock in excess of the required investment in Federal Home Loan Bank stock
held by member banks. As of December 31, 2003, the Bank has approximately $2,283,000 in excess Federal Home
Loan Barnk stock.

Foreclosed Assets Held for Sale

Assets acquired through, or in lieu .of, loan foreclosure .are held for sale and are initially recorded at fair value
at the date of foreclosure, establishing -a new cost basis. Subsequent to foreclosure, valuations are periodically
performed by management -and the -assets are carried :at the lower of carrying amount or fair value less cost to sell.
Revenue and expenses from operations :and .changes in the valuation allowance are included in net expense from
foreclosed assets.

Goodwill

Goodwill is tested -annually for impairment. If the implied fair value of goodwill is lower than its carrying
amount, a goodwill impairment is indicated :and goodwill is written down to its implied fair value. Subsequent
increases in goodwill value are not recognized in the financial statements.

Core Deposit Intangibles

Core deposit intangibles are being amortized on the straight-line basis over-a period of ten years. Such assets
are periodically evaluated as to the recoverability of their carrying value.

Mortgage Servicing Rights

Mortgage servicing rights on originated loans that have been sold are capitalized by allocating the total cost of
the mortgage loans betweenthe mortgage servicing rights:and the loans based on their relative fair values. Capitalized
servicing rights are amortized in proportion to and over the period of estimated servicing revenues. Impairment of
mortgage servicing rights is assessed based on'the fair value of those rights. Fair values are estimated using discounted
cash flows based on a current market interest rate. For purposes of measuring impairment, the rights are stratified
based on the predominant risk characteristics of the underlying loans. The predominant characteristic currently used
for stratification is type of loan. The amount of impairment recognized is the amount by which the capitalized
mortgage servicing rights for a stratum exceed their fair value.

Loan Servicing Income

Loan servicing income represents fees earned for servicing real estate mortgage loans owned by various
investors.
Treasury Stock

Treasury stock is stated at cost. Cost is determined by the first-in, first-out method.

Income Taxes

Deferred tax .assets and liabilities are recognized for the tax effects of differences between the financial
statement and tax bases of assets and liabilities. A valuation allowance is established to reduce deferred tax assets if
it is more likely than not that a deferred tax asset will not be realized. The Company files consolidated income tax
returns with its subsidiaries, with the exception of Mid-American Bancorp, Inc. The Company’s ownership of Mid-
America Bancorp, Inc. was 55.6% at December 31, 2005, which does not meet the requirements to be included in the
Company’s consolidated tax returns.
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MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
(Table dollar amounts in thousands)

Self Insurance

The Company has elected to self-insure certain costs related to employee health benefit programs. Costs
resulting from uninsured losses are charged to income when incurred. The Company has purchased insurance that
limits its exposure to individual and aggregate amounts in any given year. , :

Earnings Per Share

Earnings per share have been computed based upon the weighted-average common shares outstanding during
each year.

Trust Assets

Assets held in fiduciary or agency capacities are not included in the consolidated balance sheets since such
items are not assets of the Company. Fees from trust activities are recorded on an accrual basis over the period in
which the service is provided. Fees are a function of the market value of assets managed and administered, the
volume of transactions, and fees for other services rendered, as set forth in the underlying client agreement with the
Trust Department. This revenue recognition involves the use of estimates and assumptions, including components
that are calculated based on estimated asset valuations and transaction volumes. Generally, the actual trust fee is
charged to each account on a monthly prorated basis. Any out of pocket expenses or services not typically covered
by the fee schedule for trust activities are charged directly to the trust account on a gross basis as trust revenue is
incurred. The Company manages or administers 715 trust accounts with assets totaling approx1mately $457,837,000
and $439,336,000 at December 31, 2005 and 2004, respectively.

Reclassifications » _

Certain reclassifications have been made to the 2004 and 2003 financial statements to conform to the 2005
financial statement presentation. These reclassifications had no effect on net income.
NOTE 2: SECURITIES

The amortized cost and approximate fair values of securities are as follows:

Gross Gross
Amortized Unrealized Unrealized  Approximate
Cost Gains Losses Fair Value
Available-for-sale Securities:
December 31, 2005:

US. Treasury. .. ...oooviieeniinnnnnn.. $ 5,375 $ — $ Q49 $ 5,361
U.S. government agencies. . . ............. 3,507 — (46) 3,461
Mortgage-backed securities .............. 85,399 279 (938) 84,740
State and political subdivisions. ........... 50,665 287 (609) 50,343
Corporatebonds ....................... 6,007 7 — 6,014
Equity securities . ..................t, 277 — — 277

$151,230 _ $573 3 (1,607) $150,196
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Available-for-sale Securities:
December 31, 2004:
US. Treasury...............
U.S. government agencies . ...
Mortgage-backed securities . . .
State and political subdivisions.
Corporatebonds ............
Equity securities . ...........

Held-to-maturity Securities:
December 31, 2005
Mortgage-backed securities . .
State and political subdivisions

December 31, 2004
Mortgage-backed securities . .
State and political subdivisions
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Gross . Gross
Amortized  Unrealized Unrealized Approximate
Cost Gains . Losses Fair Value
$ 249% $ — $ (9 0§ 2,487
4,350 6 @ 4,352
96,665 - 1,162 (403) 97,424
36,607 819 (a7 37,379
11,614 29 — 11,643
196 — — 196
$151,928 . § 2,016 $ (463) $153,481
Gross Gross
Amortized Unrealized Unrealized Approximate
- Cost . - Gains -, Losses Fair Value
$14453 $ 5 - $(251)  $14,207
417 — 2) 415
$14870 § 5 $ (253) $14,622
$19336 .$115. § (73) $19,378
554 1 — 555
$19890 $116 S (73) _$19,933
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The amortized cost and fair value of available-for-sale securities and held-to-maturity securities at December
31, 2005, by contractual maturity, -are shown below. Expected maturities will differ from contractual maturities
because issuers may have the right to call or prepay obligations with or without call or prepayment penalties.

Available-for-sale Held-to-maturity

Amortized Fair Amortized Fair

_ - Cost Value Cost Value
Withinoneyear ............cooiiiinieinnnnnn. $ 11,127 $ 11,122 § 119 § 119
Onetofiveyears. .........coiiuiinnnnnnnnnn.. 24,438 24,288 120 118
Fivetotenyears ..........cociveunnennnnnnn. 27,949 27,731 178 178
Aftertenyears ...t 2,040 2,038 — —
65,554 65,179 417 413
Mortgage-backed securities . . . ................. 85,399 84,740 14,453 14,207
Equity securities. . . ......ociii i e 277 277 — —
TOMALS . .o e et e $ 151,230 § 150,196 $ 14,870 § 14,622

The carrying value of securities pledged as collateral, to secure public deposits, Federal Home Loan Bank
advances, repurchase agreements and for other purposes, amounted to $88,904,000 at December 31, 2005 and
$92,316,000 at December 31, 2004.

Gross gains (losses) of $0, $(4,000) and $59,000 resulting from sales of available-for-sale securities were
realized for 2003, 2004 and 2003, respectively. Income tax expense (benefit) of $0, $(1,000) and $20,000 was
recognized on the sales of available-for-sale securities during 2005, 2004 and 2003, respectively.

With the exception of U.S. governmental agencies and corporations, the Company did not hold any securities
of a single issuer, payable from and secured by the same source of revenue or taxing authority, the book value of
which exceeded 10% of stockholders’ equity at December 31, 2005.

Certain investments in debt securities are reported in the financial statements at an amount less than their
historical cost. Total fair value of these investments at December 31, 2005 and 2004, was $119,690,000 and
$73,009,000, which is approximately 73% and 42% of the Company’s available-for-sale and held-to-maturity
investment portfolios. These declines primarily resulted from recent increases in market interest rates and failure of
certain investments to maintain consistent credit quality ratings.

Based on evaluation of available evidence, including recent changes in market interest rates, credit rating
information and information obtained from regulatory filings, management believes the declines in fair value for
these securities are temporary.

Should the impairment of any of these securities become other than temporary, the cost basis of the investment
will be reduced and the resulting loss recognized in net income in the period the other-than-temporary impairment
is identified.
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. The following table shows the Company’s gross unrealized losses and fair value, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position at
December 31, 2005 and 2004:

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Description ofSecurities Fair Value Losses Fair Value Losses Fair Value Losses
December 31, 2005
U.S. Government agencies . . . .. $ 2490 §$ (28) $ 198 $ (32) $ 4458 § (60)
Mortgage-backed securities . . . . 44,498 (483) 37,271 (706) 81,769 (1,189)
State and political subdivisions . 26,215 (416) 7,248 (195) 33,463 (611)
Total temporarily impaired
SECUrities ... ......coovu.u. $ 73,203 § (927) $ 46487 $ (933) $ 119,690 $ (1,860)
December 31, 2004
US. Treasury ............... $ 2487 § (9 $ — § — $ 2487 § 9)
U.S. Government agencies . . . . . 496 4) — — 496 (4)
Mortgage-backed securities . ... 35,144 (284) 26,545 (192) 61,689 (476)
State and political subdivisions . 6,139 (32) 2,198 (15) 8,337 (47)
Total temporarily impaired
securities................ $44266 § (329) $ 28,743 § (207) $ 73,009 § (536)
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NOTE 3: EQUITY AND COST METHOD INVESTMENTS IN COMMON STOCK

The Company has equity method investments in common stock of $7,105,000 and $4,760,000 as of December
31, 2005 and 2004, respectively. Included in retained earnings at December 31, 2005 is cumulative net gains and
income in regards to the equity method investments in common stock of $66,000, net of taxes. Included in retained
earnings at December 31, 2004 is cumulative net losses and expenses in regard to the equity method investments in
common stock of $47,000, net of taxes.

The Company’s equity method investments in common stock as of December 31 are as follows:

Investment Amount

Entity 2005 2004
New Frontier Bancshares, Inc............ $ 4024 §$ 2,565
NorthStar Bancshares, Inc.. . ............ 3,081 2,195

$ 7,105 § 4,760

The Company owns 32,647 and 25,396 shares of common stock of New Frontier Bancshares, Inc. (“New
Frontier”), which represents an ownership percentage of 37% and 33% as of December 31, 2005 and 2004, respectively.
The purchase of 7,251 shares for $1,812,750 during 2005 was in excess of the underlying equity in the net assets of
New Frontier, The amount of the purchase price in excess of the underlying net assets of $421,000 was recognized as
a core deposit intangible. New Frontier is a privately held bank holding company located in St. Charles, Missouri. As
of December 31, 2005 and 2004, the Company’s investment in New Frontier was $4,024,000 and $2,565,000,
respectively. The investment in New Frontier is carried at the same amount of the underlying equity in the net assets
of New Frontier. Quoted market prices for the common stock are not available. Selected financial information for
New Frontier is as follows:

As of and for the Years Ended

December 31,
2005 2004
Totalassets ... .ov v e $ 122,354 § 102,329
Total liabilities . ......... ... 111,336 94,494
Totalequity...... ... 11,018 7,835
Netincome . ..ot e 262 342
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The Company also owns 228,392 and 165,000 shares of common stock of NorthStar Bancshares, Inc.
(“NorthStar”), as of December 31, 2005 and 2004, respectively. The Company purchased 63,392 shares of NorthStar
during 2005 for $1,261,000 which increased the Company’s ownership from 14% to 20%. The amount of the purchase
price in excess of the underlying net assets of $484,000 was recognized as a core deposit intangible. NorthStar is a
privately held bank holding company located in Liberty, Missouri. As of December 31, 2005 and 2004, the Company’s
investment in NorthStar was $3,081,000 and $2,195,000, respectively. In prior years, the Company’s investment was
less than 20%; however, the Company’s Chief Executive Officer is a member of NorthStar’s board of directors and
can exert significant influence over operating and financial policies. The Company records its investment on the
equity method, and accordingly, the investment in NorthStar is carried at the same amount of the underlying equity
in the net assets of NorthStar. Quoted market prices for the common stock are not available. Selected financial
information for NorthStar is as follows:

As of and for the Years

Ended December 31,

2005 2004
Total assets ..ot it i e $ 192,608 $ 159,984
Total liabilities ............ .. . i i, 176,863 144,393
Totalequity............ it 15,745 15,591
Netincome (10SS) ..o .vvevririn i, 532 -~ (559)

The Company has investments in the common stock of other community banks which are not publicly traded
that are recorded under the cost method of accounting. The Company had investments in three community banks at
December 31, 2005 for $3,350,000. The Company had investments in two community banks at December 31, 2004
for $1,849,000. .

NOTE 4: ACQUISITION

During August 2003, the Company purchased shares of common stock of Mid-America Bancorp, Inc. (“Mid-
America”), which is located in Leawood, Kansas. The Company had recognized its investment in Mid-America
under the equity method.

During February 2004, the Company purchased additional shares of Mid-America Bancorp, Inc,, which
increased its ownership to 56.2%. As a result of the increased ownership, the Company obtained control of Mid-
America. The Company consolidated Mid-America in its December 31, 2005 and 2004 financial statements as its
investment is considered majority-owned by the Company. At December 31, 2005 and 2004, the Company’s
ownership was 55.6% and 54.6%, respectively
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the
date the Company obtained control of Mid-America:

Cash and cash equivalents . ........... e $ 3,691
Securities ............ e . 17
Loans, net of allowance for loan losses of $476. . . .. 49,379
Interestreceivable. . ....... ... ... ... ... ..., 258
Federal Home Loan Bank stock................. 516
Deferred income taxes .......cc.oueunn. PR 360
Premises and equipment. . . . e . 2,976
Core deposit intangibles.............. e 597
Goodwill...... e e e 1,612
Other assets. . v ov vt nii i inaennn.. s 381
Total assets acquired. . ..................... 59,787
Deposits ............ e e 43,874
Short-term borrowings.........couunn.. e 4,934
Longtermdebt............... ... ... ... 3,000
Other liabilities. .............coovviun.. PR 182
Total liabilities assumed ... ............. . 51,990
Minority interest. . . ...ovtiiin ... PR, 2,758
Netassetsacquired . ...........cconun.... $ 5039

The Company originally recognized the amount of the purchase price in excess of the underlying net assets of
the August 2003 purchase as a core deposit intangible. The Company performed a core deposit intangible study
subsequent to obtaining control in February 2004. As a result of the core deposit study, the Company adjusted the
core deposit intangibles based on the determined fair value. The core deposit intangible is being amortized over 10
years on a straight-line basis. In addition, other purchase accounting adjustments were made and are reflected in the
table above.

Mid-America’s results of operations have been reflected in the Company’s consolidated statements of income
beginning as of the acquisition date. The following pro forma disclosures, including the effect of the purchase
accounting adjustments, depict the results of operations as though the merger had taken place at the beginning of
each period.

Year Ended December 31,

2004 2003
Netinterest inCOME. . ... .ovvviinrn e ennen... $ 32,136 $ 29,352
Netineome .. oov v in it 8,321 8,147
Basic earnings pershare .................. ... 4.24 4.15

92




MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
(Table dollar amounts in thousands)

NOTE 5: LOANS AND ALLOWANCE FOR LOAN LOSSES

Categories of loans at December 31, include:

2005 2004
Commercial and agricultural . .................. $ 229,159 §$ 222,664
Commercial realestate. . ...................... 293,179 240,484
Residentialrealestate......................... 209,946 200,493
CONSUMET . ottt ettt et 114,292 94,184
Floorplanloans ............. ..., 11,072 10,897
Totalloans............... ... .ot 857,648 768,722
Less
Allowance forloanlosses................... 8,082 7,115
Netloans . ... $ 849,566 § 761,607
Activity in the allowance for loan losses was as follows:
2005 2004 2003
Balance, beginning of year. ................ $§ 7,115 § 5830 $§ 4,941
Purchased allowance ..................... — 476 —
Provision charged to expense. ... ........... 2,368 1,746 2,487
Losses charged off, net of recoveries of $340 for
2005, $398 for 2004 and $462 for 2003 . ... (1,401) (937) (1,598)
Balance,endofyear...................... $ 8082 § 7,115 § 5,830

Impaired loans totaled $10,997,000 and $12,086,000 at December 31, 2005 and 2004, respectively. An allowance
for loan losses of $224,000 and $547,000 relates to impaired loans of $332,000 and $969,000 at December 31, 2005
and 2004, respectively. At December 31, 2005 and 2004, impaired loans of $10,665,000 and $11,117,000 had no
related allowance for loan losses. The amount of impairment recorded through the allowance for loan losses is
measured on a loan-by-loan basis by either the present value of expected future cash flows, the loan’s observable
market price or the fair value of collateral if the loan is collateral dependent.

Interest of approximately $944,000, $877,000 and $526,000 was recognized on average impaired loans of
$11,542,000, $16,167,000 and $11,280,000 for 2005, 2004 and 2003, respectively. Interest of approximately $963,000,
$873,000 and $515,000 was recognized on impaired loans on a cash basis during 2005, 2004 and 2003,
respectively.

At December 31, 2005 and 2004, accruing loans delinquent 90 days or more totaled $1,342,000 and $1,009,000,
respectively. Non-accruing loans at December 31, 2005 and 2004 were $3,632,000 and $3,057,000, respectively.
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NOTE 6: PREMISES AND EQUIPMENT

Major classifications of premises and equipment, stated at cost, are as follows:

2005 2004

Land ... ... e 3,085 3,085
Buildings and improvements ................... 17,643 14,753
Leasehold improvements ...................... 597 597
Equipment........... ... ... . i 12,144 11,147
Construction in progress .. ........c.ooovvuvn..on 435 820
33,904 30,402

Less accumulated depreciation ................. 15,662 14,343
Net premises and equipment. . ............... § 18242 § 16,059

NOTE 7: DERIVATIVE FINANCIAL INSTRUMENTS

During 2003, the Company entered into interest rate swap agreements as summarized below. Under these
agreements, the Company receives a fixed rate and pays a variable rate. The interest rate swaps qualify as cash flow
hedges for accounting purposes, and effectively fix the interest received on $15,000,000, as of December 31, 2005
and 2004, of variable rate loan accounts indexed to the U.S. Prime rate. As of December 31, 2005, the amounts in
accumulated other comprehensive loss associated with these cash flows totaled $(147,309) (net of tax benefit of
$90,286), of which $175,000 is expected to be reclassified as a debit to interest income within the next twelve months.
As of December 31, 2005, the maximum length of time over which the Company is hedging its exposure to the
variability of future cash flows is approximately .8 years.

Interest rate swaps information at December 31, 2005 is summarized as follows:

Current Notional Maturity Unrealized Realized
Amount Floating Rate Fixed Rate Date Gain/(Loss) Gain/(Loss)
$ 7,500 U.S. Prime Rate 5.72% 9/8/06 $ @oo) $ -—
7,500 -U.S. Prime Rate 5.67% 11/10/06 (138) —
$ 15,000 $ (238) § —

Interest income received from the interest rate swap counterparty was $833,423 and 854,250 and interest paid
was $876,840 and $630,031 for 2005 and 2004, respectively. The fair value of the interest rate swap agreements were
considered immaterial and were not included in the financial statements for 2003.

NOTE 8: GOODWILL

The changes in the carrying amount of goodwill for the years ended December 31, 2005 and 2004, were:

2005 2004
Balanceasof January 1 ....................... $ 5208 $ 3,596
Goodwill acquired during the period, including
the $760 reclassification from core deposit
intangibles for Mid-America. ............. — 1,612
Balance as of December 3L, .................... $ 5208 $§ 35,208
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All goodwill is allocated to the banking segment of the business. The fair value of the bankmg segment of the
business was estimated using the expected present value of future cash flows.

NOTE 9: OTHER INTANGIBLE ASSETS

The carrying basis and accumulated amortization of recognized intangible assets at December 31, was:

2005 ' 2004

Gross ) o Gross
Carrying Accumulated Carrying -Accumulated
Amount Amortization Amount Amortization
Core dePOSItS v v vt $ 2,732 § 372§ 1,414 § 211

A reconciliation of core deposit intangibles for the period is as follows:

2005 2004

Carrying . Accumulated ~ Carrying Accumulated
Values Amortization Values Amortization
Balance asof January 1 ....................... $ 1,414 % 211 % 1,875:. . % - 66
Acquisition of Mid-America. ................ , 413 — - 223 —
Acquisition of New Frontier................. 42] - — —
Acquisition of NorthStar. . .................. 484 — . — —
Adjustment to NorthStar equity method ;
INVESTMENt . . . ..ot et — — 76 —
Reclassification of core deposit intangible to
goodwill for Mid-America ............... — — (760) —
Amortization of core deposit intangibles . ... ... — 161 - . 145
Balance as of December 31, ................. $ 2,732 372§ 1414 211

Amortization expense for the years ended December 31, 2005, 2004 and 2003 was $161,000, $145,000 and
$66,000, respectively. Estimated amortization expense for each of the following five years is:

2006 ...\t e 275,000
2007 .t ... 273,000
2008 ..t U 273,000
2009 ... P 273,000
2010, .1 273,000
NOTE 10: LOAN SERVICING

Mortgage loans serviced for others are not included in the accompanying consolidated balance sheets. The
unpaid principal balances of mortgage loans serviced for others was approximately $152,919,000, $148,598,000 and
$147,312,000 at December 31, 2005, 2004 and 2003, respectively.

Custodial escrow balances maintained in connection with the foregoing loan servicing, and included in demand
deposits, were approximately $825,000, $741,000 and $705,000 at December 31, 2005, 2004 and 2003, respectively.
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The aggregate fair value of capitalized mortgage servicing rights at December 31, 2005, 2004 and 2003 totaled
$1,018,000, $998,000 and $990,000, respectively. Comparable market values and a valuation model that calculates
the present value of future cash flows were used to estimate fair value. For purposes of measuring impairment, risk
characteristics including product type, investor type, and interest rates, were used to stratify the originated mortgage
servicing rights.

2005 2004 2003
Mortgage servicingrights .....................
Balance, beginning of year.................. § 998 § 990 § 961
Servicing rights capitalized ................. 216 193 567
Amortization of servicing rights ............. (196) (185) (538)
Balance,endofyear ....................... $ 1,008 $ 998 § 990

NOTE 11: INTEREST-BEARING DEPOSITS

Interest-bearing deposits in denominations of $100,000 or more were approximately $342,573,000 on December
31, 2005 and $306,580,000 on December 31, 2004.

At December 31, 2005, the scheduled maturities of time deposits, including brokered deposits, are as follows:

2006 .. e $ 396,938
2007 ot e 119,428
2008 .. e e 30,804
2009 e 20,612
2010, . e 7,024
Thereafter. .. ... .. i i 2,995

§ 577,801

NOTE 12: SHORT-TERM BORROWINGS

Short-term borrowings included the following at December 31:

2005 2004
Federal funds purchased. . ..................... $ 998 § 386
Securities sold under agreements to repurchase . . .. 14,317 13,444
U.S. Treasury demandnotes. . .................. 1,122 2,069
Short term Federal Home Loan Bank borrowings. . . 16,150 5,486
Total short-term borrowings. ................... $ 32,587 $ 21,385

Securities sold under agreements to repurchase consist of obligations of the Company to other parties. The
obligations are secured by mortgage backed securities and such collateral is held by Wachovia and United Missouri
Bank. The maximum amount of outstanding agreements at any month end during 2005 and 2004 totaled $14,456,000
and $15,075,000 and the monthly average of such agreements totaled $13,181,000 and $12,554,000, respectively. The
agreements at December 31, 2005 mature within 12 months.
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NOTE 13: LONG-TERM DEBT

Long-term debt consisted of the following components at December 31:

2005 2004

Federal Home Loan Bank advances, fixed rates

from 1.88% to 5.37%, due at various dates

through201L....... ... . ... oo ., § 37,475 § 41,752
Bank note payable, variable rate, due

June 30,2006 .......... ... ... 3,935 8,033
Junior subordinated debenture owed to

unconsolidated subsidiary .................. 10,310 —
Total long-termdebt.......................... $ 51,720 $ 49,758

The Federal Home Loan Bank (FHLB) advances are secured by U.S. Government agency and mortgage backed
securities, first-mortgage loans, and all stock in the FHLB owned by the Company. The advances are subject to
restrictions or penalties in the event of prepayments. The Company has $31,000,000 in FHLB borrowings having a
weighted average rate of 5.08% which are subject to being called beginning in 2006.

The bank note payable is secured by 100% of the outstanding shares of the subsidiary banks. The principal is
due June 30, 2006. Interest is payable quarterly at 1.5 percent below prime. The rate at December 31, 2005 was
5.75%. The bank note payable has various covenants related to the Company including ratios relating to the Company’s
capital, allowance for loan losses and return on assets. As of December 31, 2005, the Company was in compliance
with the note covenants.

During 2003, the Company issued $10,310,000 of junior subordinated debt owed to Mercantile Bancorp Capital
Trust I (“Trust™). The Trust is a wholly-owned unconsolidated subsidiary, which was formed on August 25, 2005, to
issue cumulative preferred securities. The Company owns all of the securities of the Trust that possess general
voting powers. The Company issued shares of the preferred securities through a private placement offering on
August 25, 2005 through the trust. The Trust invested the proceeds in the Company’s junior subordinated debentures.
The junior subordinated debentures have a fixed interest rate for approximately 10 years of 6.10%, which was the rate
on December 31, 2005. Commencing November 25, 2015, the rate is equal to 3 month LIBOR plus 144 basis points.
The junior subordinated debentures mature on August 25, 2035 and are callable, at the option of the Company, at par
on or after November 23, 2010. The Trust’s sole asset is the holding company’s junior subordinated debt. The
Company’s obligations with respect to the issuance of the preferred securities constitute a full and unconditional
guarantee of the Trust’s obligations with respect to the preferred securities. Interest on the junior subordinated
debentures and distributions on the preferred securities are payable quarterly in arrears. Distributions on the preferred
securities are cumulative. The Company has the right, at any time, so long as no event of default has occurred and is
continuing, to defer payments of interest on the junior subordinated debentures, which will require deferral of
distribution of the preferred securities, for a period not exceeding 20 consecutive quarterly periods, provided that
such deferral may not extend beyond the stated maturity of the junior subordinated debentures. The preferred
securities are subject to mandatory redemption, in whole or in part, upon repayment of the junior subordinated
debentures at maturity or their earlier redemption.

The interest expense on the junior subordinated debt was $220,000 for the year ended December 31, 2005.

Per regulation, 25% of Tier 1 capital, see Note 16, can be comprised of the junior subordinated debt owed to the
Trust.
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Aggregate annual maturities of long-term debt at December 31, 2005, are:

2000 . e e 8,085
2007 e e 2,325
2008 . e 21,000
2009 .. s —
2010, .. e —
Thereafter........... ... 20,310

51720

NOTE 14: INCOME TAXES

The provision for income taxes includes these components:

2005 2004 2003
Taxes currently payable
Federal. . ... i $ 4,292 $ 3,309 $ 3,329
03 71 £ OO 612 339 294
Deferred income taxes
Federal. . ..ot e e (1,078) (75) (387)
. . ottt e (174) (16) (83)
INCOME taX EXPENSE .. oottt et tiiiiie et iiiinreaaans $ 3,652 $ 3,557 - § 3,153

A reconciliation of income tax expense at the statutory rate to the Company’s actual income tax expense is

shown below:

2005 2004 2003
Computed at the statutory rate (34%). . .. ..o vvieieennennnn. PR $ 4,473 $ 4,038 $ 3,898
Increase (decrease) resulting from
TaX eXemptinCOME . . o .o vttt e ettt eeeeie e (782) (719) (739)
Sate INCOME TAXES . . ittt ittt it et et i 263 174 127
Increase in cash surrender value of life insurance.................. (225) 210) (259)
Change in deferred tax rate for Mid-America ..................... (328) — —
(0 73+ 1) 251 274 126
Actual taX EXPENSE . o\ v ettt e et $ 3,652 $ 3,557 $ 3,153
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The tax effects of temporary differences related to deferred taxes shown on the balance sheets were:

2005 2004
Deferred tax assets .
Allowance for Joan I0sses. . ... ..ot it e $ 3,002 § 2458
Accrued compensated absences . ........ .. il 190 161
Deferred compensation. . ......... . i e 1,066 916
Accrued postretirement benefits. .. ........... ... e 62 28
Equity method investments ........... ..., 165 131
Net operating loss carryforward of Mid-America Bancorp, Inc........... 906 523
Unrealized loss oninterestrate SWap . . .....cvvvvn i iiin s vnennns 90 47
Unrealized losses on available-for-sale securities ..................... 377 —
L0 11T 60 104

5,918 4,368

Deferred tax liabilities .
Federal Home Loan Bank stock dividends. . ......................... 447 351

Depreciation . ...ttt e e 482 574
State taXES . . o ot e e e 123 94

-~ Mortgage servicing rights. ... ... . i 386 378
Unrealized gains on available-for-sale securities. . ..............oh.. — 604
Core deposit intangible for Mid-America Bancorp,Inc. ................ 226 254
Other . e e e — 135

| 1,664 2,390

Netdeferred tax asset .. ..ot i i it e et $ 4254 §$ 1978

As of December 31, 2005, the Company had approximately $2,634,000 of net operating loss carryforwards
relating to Mid-America Bancorp, Inc. The carryforwards expire in 15-20 years.

99




MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
(Table dollar amounts in thousands)

NOTE 15: OTHER COMPREHENSIVE LOSS

Other comprehensive loss components and related taxes were as follows:

2005 2004 2003
Unrealized depreciation on available-for-sale securities:
Unrealized depreciation on available-for-sale securities, net of tax benefit
of $(981) for 2005, $(646) for 2004 and $(901) for 2003. ............ $(1,606) $ (954) $(1,723)
Less reclassification adjustment for realized gains (Josses), net of tax
expense (benefit) of $0 for 2005, $(1) for 2004 and $20 for 2003 ... .. — (3) 39
Net change in unrealized depreciation on available-for-sale
securities, net of tax benefit of $(981) for 2005, $(645) for
2004 and $921) for2003. . ... e $(1,606) $ (951) $(1,762)
Accumulated other comprehensive loss of equity method investee ......... $ @2 $ (d6 $§ —
Unrealized loss on interest rate swaps:
Unrealized holding gains (losses), net of tax expense (benefit)
of $(61) for 2005 and $38 for2004 . ... ... ... i $§ 99 § 63 § —
Less reclassification adjustment to interest income, net of tax
expense (benefit) of $(16) for 2005 and $85 for 2004, .. ............ 27 139 —
Net change in unrealized loss on interest rate swaps, net of tax
benefit of $(43) for 2005 and $(47) for2004 .................. $ 3 §$§ (@6 § —

NOTE 16: REGULATORY MATTERS

The Company and subsidiary banks are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action,
the Company and subsidiary banks must meet specific capital guidelines that involve quantitative measures of assets,
liabilities and certain off-balance-sheet items as calculated under regulatory accounting practices. The capital
amounts and classification are also subject to qualitative judgments by the regulators about components, risk
weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and subsidiary
banks to maintain minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital (as defined in
the regulations) to risk-weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as defined).
Management believes, as of December 31, 2005, that the Company and subsidiary banks meet all capital adequacy
requirements to which they are subject.

As of December 31, 2005, the most recent notification from the Company and subsidiary banks’ regulatory
authorities categorized the Banks as well capitalized under the regulatory framework for prompt corrective action.
To be categorized as well capitalized, the Banks must maintain capital ratios as set forth in the table. There are no
conditions or events since that notification that management believes have changed Banks’ categories.

Per regulation, 25% of Tier 1 capital can be comprised of the junior subordinated debt owed to the Trust.
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The Company and subsidiary banks’ actual capital amounts and ratios are presented in the following table.

As of December 31, 2005
Total capital
(to risk-weighted assets)
Consolidated ..........................
Mercantile Trust & Savings Bank. .........
PerryStateBank .. .....................
Farmers State Bank of Northern Missouri . . .
Marine Bank and Trust .................
Golden State Bank. . ....................
Security State Bank of Hamilton ..........
Brown County State Bank ...............
State Bank of Augusta, ..................
HeartlandBank ........................

Tier I capital
(to risk-weighted assets)
Consolidated . ................ ... .....
Mercantile Trust & Savings Bank..........
Perry StateBank . ................. ...,
Farmers State Bank of Northern Missouri. . .
Marine Bank and Trust .................
Golden State Bank. . ....................
Security State Bank of Hamilton ..........
Brown County State Bank ...............
State Bank of Augusta. .. ................
Heartland Bank ... ......................

Tier I capital
(to average assets)
Consolidated ..........................
Mercantile Trust & Savings Bank..........
Perry StateBank . ............ ... ...
Farmers State Bank of Northern Missouri . . .
Marine Bankand Trust .................
Golden State Bank. .. ...................
Security State Bank of Hamilton ..........
Brown County State Bank ...............
State Bank of Augusta. ..................
HeartlandBank........................

To Be Well

Capitalized Under

For Capital Adequacy  Prompt Corrective

Actual Purposes Action Provisions

Amount Ratio Amount Ratio Amount Ratio
$108,909 11.8% § 74,146 80% $ —_ N/A
46,117 10.3% 35,726 8.0% 44,658 10.0%
12,729  10.7% 9,519 8.0% 11,899 10.0%
6,110 10.6% 4,594 8.0% 5,743  10.0%
7,662 10.8% 5,696 8.0% 7,121 10.0%
2,005 12.2% 1,315 8.0% 1,643 10.0%
4,073 12.2% 2,669 8.0% 3,336 10.0%
4,865 12.0% 3,253  8.0% 4,066 10.0%
2,265 12.0% 1,512 8.0% 1,890 10.0%
13,996 11.3% 9,909 8.0% 12,387 10.0%
100,828 10.9% 37,073  4.0% — N/A
42,611  9.5% 17,863  4.0% 26,795  6.0%
11,425  9.6% 4,760 4.0% 7,140 6.0%
5,578 9.7% 2297 4.0% 3446 6.0%
7,022 9.9% 2,848  4.0% 4,272 6.0%
1,896 11.5% 657 4.0% 986  6.0%
3,791 11.4% 1,335 4.0% 2,002 6.0%
4,550 11.2% 1,626 4.0% 2,440 6.0%
2,067  8.7% 756 4.0% 1,134 6.0%
10,801 10.9% 4,955 4.0% 7,432  6.0%
100,828  9.4% 44,626 4.0% — N/A
42,611 7.9% 21,715 4.0% 27,144  5.0%
11,425 8.1% 5,665 4.0% 7,081  5.0%
5578  7.1% 3,141  4.0% 3,926 5.0%
7,022 8.3% 3,391 4.0% 4239 5.0%
1,806 7.4% 1,021 4.0% 1,276  5.0%
3,791 7.9% 1,922 4.0% 2,403 5.0%
4,550 8.4% 2,169 4.0% 2,711 5.0%
2,067 7.4% L1135 4.0% 1,394  5.0%
10,801  9.3% 4,655 4.0% 5819 5.0%
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To Be Well Capitalized
Under Prompt
For Capital Adequacy Corrective Action
Actual Purposes Provisions.
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2004
Total capital

(to risk-weighted assets)
Consolidated ...................... $ 84,522 10.4% §$ 64,872 80% §$ — N/A
Mercantile Trust & Savings Bank. . .. .. 42,444 10.7% 31,714 8.0% 39,642 10.0%
Perry State Bank . .................. 12,460 11.1% 8,973 8.0% 11,216 10.0%
Farmers State Bank of Northern

Missouri......... e PR 5,750 10.6% 4,326 8.0% 5,407 10.0%
Marine Bank and Trust ...... PR - 7,555 11.3% 5,352 8.0% 6,691 10.0%
Golden State Bank. .. ............... 2,216 13.1% 1,352 8.0% 1,690 10.0%
Security State Bank of Hamilton . . .. .. 4,404 13.7% 2,572 8.0% 3,215 10.0%
Brown County State Bank ... .. P 5,042 13.3% 3,035 8.0% 3,794 10.0%
State Bank of Augusta. . ............. 2,394 11.7% 1,634 8.0% 2.043 10.0%
Heartland Bank .................... 7,699 10.1% 6,121 8.0% 7,651 10.0%

Tier I capital

(to risk-weighted assets)
Consolidated ...................... 77,409 9.6% 32,436 4.0% — N/A
Mercantile Trust & Savings Bank. ... .. 39,230 9.9% 15,857 4.0% 23,785 6.0%
Perry State Bank . .................. 11,218 10.0% 4,486 4.0% 6,729 6.0%
Farmers State Bank of Northern

Missouri. ...... [ 5,328 9.9% 2,163 4.0% 3,244 6.0%
Marine Bankand Trust ............. 6,914 10.3% 2,676 4,0% 4,014 6.0%
Golden State Bank. . ................ 2,108 12.5% 676 4.0% 1,013 6.0%
Security State Bank of Hamilton .. .. .. 4,070 12.7% 1,286 4.0% 1,929 6.0%
Brown County State Bank ........... 4,751 12.3% 1,517 4.0% 2,276 6.0%
State Bank of Augusta. .............. 2,219 10.9% 817 4.0% 1,226 6.0%
HeartlandBank .. .................. 7,013 9.2% 3,060 4.0% 4,590 6.0%

_Tier I capital

(to average assets)
Consolidated . ........ccoiiiinenn. 77,409 7.5% 41,329 4.0% — N/A
Mercantile Trust & Savings Bank. .. ... 39,230 7.7% 20,515 4.0% 25,644 5.0%
Perry StateBank .. ................. 11,218 11.1% 5,376 4.0% 6,721 5.0%
Farmers State Bank of Northern

MisSSOUri. . ..ooovviieie i, 5,328 6.8% 3,145 4.0% 3,931 5.0%
Marine Bank and Trust ............. 6,914 8.3% 3,321 4.0% 4,152 5.0%
Golden State Bank. .......... PN 2,108 8.1% 1,044 4.0% 1,305 5.0%
Security State Bank of Hamilton ... ... 4,070 8.4% 1,944 4.0% 2,430 5.0%
Brown County State Bank ............ 4,751 8.6% 2,206 4.0% 2,758 5.0%
State Bank of Augusta. . ............. 2,219 7.7% 1,149 4.0% 1,437 5.0%
Heartland Bank .. ............. e 7,013 9.2% 3,040 4.0% 3,800 5.0%
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Without prior approval, the subsidiary banks are restricted as to the amount of dividends that they may declare
to the balance of the retained earnings account, adjusted for defined bad debts. The Banks® retained earnings
available for dividends to the Company at December 31, 2005 totaled $46,513,000. As a practical matter, the
subsidiary banks restrict dividends to a lesser amount because of the desire to maintain an adequate capital
structure.

NOTE 17: RELATED PARTY TRANSACTIONS

At December 31, 2005 and 2004, the Company had loans outstanding to executive officers, directors, significant
stockholders and their affiliates (related parties).

The aggregate amount of loans, as defined, to such related parties were as follows:

Balances, January 1, 2005 .. ... . e $ 24,5‘56,000
Change in composition of related parties. . .. ..o iiiiiiii i ‘ (44,000)
New loans, including renewals. .. ......... ..ot 3,526,000
Payments, includingrenewals . ......... ... ... it (12,800,000)
Balances, December 31, 2005, . .. ..ot iiiiii ieaas - § 15,238,000

In management’s opinion, such loans and other extensions of credit were made in the ordinary course of
business and were made on substantially the same terms (including interest rates and collateral) as those prevailing
at the time for comparable transactions with other persons. Further, in management’s opinion, these loans did not
involve more than normal risk of collectibility or present other unfavorable features.

NOTE 18: EMPLOYEE BENEFITS

The Company has a defined contribution 401(k) profit sharing plan covering substantially all employees with
the exception of Mid-America Bancorp, Inc. Employer contributions charged to expense for 2005, 2004 and 2003
were $825,000, $835,000 and $738,000, respectively.

Postretirement Benefits

The Company has a noncontributory defined benefit postretirement plan covering all employees who meet the
eligibility requirements. Eligible employees who retired on or before December 31, 1995, and elected individual or
family medical coverage, share the cost of the coverage with the Company. Eligible employees who retire after
December 31, 1995, may elect to continue both their life insurance and medical coverage, excluding prescription drug
benefits, by paying the full cost of the coverage. The plan is unfunded with actual premium payments being paid as
incurred.
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The transition obligation is being recognized over the employees’ future service period as a component of net
periodic postretirement benefit cost. The net periodic postretirement benefit cost was $212,000 for 2005, $136,000
for 2004 and $130,000 for 2003. The accumulated postretirement benefit obligation was immaterial as of December
31, 2005.

The Company has salary continuation agreements with certain executives. The agreements provide monthly
payments upon retirement for life, but for not less than 15 years. The charge to expense for the agreements were
$398,304 for 2005, $871,445 for 2004 and $231,000 for 2003. Such charges reflect the straight-line accrual over the
period until full eligibility of the present value of benefits due each participant on the full eligibility date, using a
6.25% discount factor.

The 2004 Equity Incentive (Stock Option) plan (“the Plan™) was previously adopted by the Company’s Board
of Directors, subject to approval by the shareholders. The plan was to provide for stock-based awards to executives.
During 2005, the shareholders voted against adoption of the Plan, and therefore the Plan was terminated with no
awards granted.

NOTE 19: DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents estimated fair values of the Company’s financial instruments. The fair values of
certain of these instruments were calculated by discounting expected cash flows, which method involves significant
judgments by management and uncertainties. Fair value is the estimated amount at which financial assets or liabilities
could be exchanged in a current transaction between willing parties, other than in a forced or liquidation sale.
Because no market exists for certain of these financial instruments and because management does not intend to sell
these financial instruments, the Company does not know whether the fair values shown below represent values at
which the respective financial instruments could be sold individually or in the aggregate.

December 31, 2005 December 31, 2004
Carrying Carrying
Amount Fair Value Amount Fair Value

Financial assets

Cash and cash equivalents. .. ........c.coevveunnen. $ 44,154 $§ 44,154 $ 39,719 39,719
Available-for-sale securities. . ............ ... ... ... .. 150,196 150,196 153,481 153,481
Held-to-maturity securities .. ..........cvvenevnnn.. 14,870 14,622 19,890 19,933
Loansheldforsale............ ... . .. .. il 3,635 3,635 3,367 3,367
Loans, net of allowance for loan losses................ 849,566 835,002 761,607 779,813
Federal Home Loan Bank stock. ..................... 5,432 5,432 5,100 5,100
Cost method investments in commonstock . ........... 3,350 3,350 1,849 1,849
Cash surrender value of life insurance ................ 15,930 15,930 15,324 15,234
Interestreceivable ......... ... ... ... ... ... . .. 7,896 7,896 6,518 6,518
Financial liabilities
DEPOSITS « v v et s 946,129 943,833 873,427 874,274
Interestrate SWaps ... ..o i i 238 238 123 123
Short-term borrowings. . ... 32,587 32,587 21,385 21,385
Long-termdebt........ ... .. ... ... . 51,720 51,313 49,758 50,253
Interestpayable ......... ... .. i 3,134 3,134 2,146 2,146

Unrecognized financial instruments (net of contract amount)
Commitments to originate loans . . ......... e — — — —
Letters of credit
Linesof credit. ... ... ... e




MERCANTILE BANCORP, INC.

Notes to Consolidated Financial Statements
December 31, 2005, 2004, and 2003
(Table dollar amounts in thousands)

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments.

Cash and Cash Equivalents, Federal Home Loan Bank Stock, Cost Method Investments in Commeon Stock,
Cash Surrender Value of Life Insurance, and Interest Receivable

The carrying amount approximates fair value.

Securities

Fair values equal quoted market prices, if available. If quoted market prices are not available, fair value is
estimated based on quoted market prices of similar securities.
Loans Held for Sale

For homogeneous categories of loans, such as mortgage loans held for sale, fair value is estimated using the
quoted market prices for securities backed by similar loans, adjusted for differences in loan characteristics.
Loans

The fair value of loans is estimated by discounting the future cash flows using the current rates at which similar
loans would be made to borrowers with similar credit ratings and for the same remaining maturities. Loans with
similar characteristics were aggregated for purposes of the calculations. The carrying amount of accrued interest
approximates its fair value.

Deposits

For demand deposits, savings accounts, NOW accounts, and money market deposits, the carrying amount
approximates fair value. The fair value of fixed-maturity time deposits is estimated using a discounted cash flow
calculation that applies the rates currently offered for deposits of similar remaining maturities.

Interest Rate Swap

The fair value of the interest rate swap is equal to quoted values.

Short-Term Borrowings and Interest Payable

The carrying amount approximates fair value.

Long-Term Debt

Rates currently available to the Company for debt with similar terms and remaining maturities are used to
estimate fair value of existing debt.

Commitments to Originate Loans, Letters of Credit, and Lines of Credit

The fair value of commitments to originate loans is estimated using the fees currently charged to enter into
similar agreements, taking into account the remaining terms of the agreements and the present creditworthiness of
the counterparties. For fixed-rate loan commitments, fair value also considers the difference between current levels
of interest rates and the committed rates. The fair value of forward sale commitments is estimated based on current
market prices for loans of similar terms and credit quality. The fair values of letters of credit and lines of credit are
based on fees currently charged for similar agreements or on the estimated cost to terminate or otherwise settle the
obligations with the counterparties at the reporting date.
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NOTE 20: SIGNIFICANT ESTIMATES AND CONCENTRATIONS

Accounting principles generally accepted in the United States of America require disclosure of certain
significant estimates and current vulnerabilities due to certain concentrations. Estimates related to the allowance for
loan losses are reflected in the footnote regarding loans. Current vulnerabilities due to certain concentrations of
credit risk are discussed in the footnote on commitments and credit risk.

The Company’s loan portfolio includes a concentration of loans for commercial real estate amounting to
$253,146,000 and $240,484,000 as of December 31, 2005 and 2004, respectively. The commercial real estate loans
include loans that are collateralized by commercial real estate in the Quincy, Illinois geographic market totaling
$78,346,000 and $59,241,000 as of December 31, 2005 and 2004, respectively.

NOTE 21: COMMITMENTS AND CREDIT RISK

The Company grants commercial, mortgage and consumer loans and receives deposits from customers located
primarily in Western Illinois, Northern Missouri and suburban Kansas City, Missouri. The Company’s loans are
generally secured by specific items of collateral including real property, consumer assets and business assets.
Although the Company has a diversified loan portfolio, a substantial portion of its debtors’ ability to honor their
contracts is dependent upon economic conditions and the agricultural economy in Western Illinois, Northern
Missouri and suburban Kansas City, Missouri.

Commitments to Originate Loans

Commitments to originate loans are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since a portion of the commitments may expire without being drawn
upon, the total commitment amounts do not necessarily represent future cash requirements. Each customer’s
creditworthiness is evaluated on a case-by-case basis. The amount of collateral obtained, if deemed necessary, is
based on management’s credit evaluation of the counterparty. Collateral held varies, but may include accounts
receivable, inventory, property, plant and equipment, commercial real estate and residential real estate.

At December 31, 2005 and 2004, the Company had outstanding commitments to originate loans aggregating
approximately $3,153,000 and $3,294,000, respectively. The commitments extend over varying periods of time with
the majority being disbursed within a one-year period. Loan commitments at fixed rates of interest amounted to
$2,626,000 and $2,957,000 at December 31, 2005 and 2004, respectively, with the remainder at floating market
rates.

Standby Letters of Credit

Standby letters of credit are irrevocable conditional commitments issued by the Company to guarantee the
performance of a customer to a third party. Financial standby letters of credit are primarily issued to support public
and private borrowing arrangements, including commercial paper, bond financing and similar transactions.
Performance standby letters of credit are issued to guarantee performance of certain customers under non-financial
contractual obligations. The credit risk involved in issuing standby letters of credit is essentially the same as that
involved in extending loans to customers. Should the Company be obligated to perform under the standby letters of
credit, the Company may seek recourse from the customer for reimbursement of amounts paid.

The Company had total outstanding standby letters of credit amounting to $9,925,000 and $11,437,000, at
December 31, 2005 and 2004, respectively, with terms ranging from 1 day to 22 years. At December 31, 2005 and
2004, the Company’s deferred revenue under standby letter of credit agreements was nominal.
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Lines of Credit

Lines of credit are agreements to lend to a customer as long as there is no violation of any condition established
in the contract. Lines of credit generally have fixed expiration dates. Since a portion of the line may expire without
being drawn upon, the total unused lines do not necessarily represent future cash requirements. Each customer’s
creditworthiness is evaluated on a case-by-case basis. The amount of collateral obtained, if deemed necessary, is
based on management’s credit evaluation of the counterparty. Collateral held varies but may include accounts
receivable, inventory, property, plant and equipment, commercial real estate and residential real estate. Management
uses the same credit policies in granting lines of credit as it does for on-balance-sheet instruments.

At December 31, 2005, the Company had granted unused lines of credit to borrowers aggregating approximately
$169,634,000 and $9,341,000 for commercial lines and open-end consumer lines, respectively. At December 31,
2004, unused lines of credit to borrowers aggregated approximately $137,617,000 for commercial lines and $7,974,000
for open-end consumer lines.

General Litigation

In the normal course of business, the Company and its subsidiaries are subject to pending and threatened legal
actions, some for which the relief or damage sought are substantial. After reviewing pending and threatened litigation
with counsel, management believes this time that the outcome of such litigation will not have a material adverse
effect on the results of operations or stockholders’ equity. We are not able to predict at this time whether the outcome
of such actions may or may not have a material adverse effect on the results of operations in a particular future period
as the timing and amount of any resolution of such actions and its relationship to the future results of operations are
not known.

NOTE 22: SUBSEQUENT EVENTS

On December 27, 2005, the Company announced plans to consolidate six Illinois bank affiliates from six
separately chartered banks to three. The plan calls for combining Security State Bank of Hamilton and the State
Bank of Augusta with and into Marine Bank & Trust located in Carthage. Additionally, Golden State Bank located
in Golden will be consolidated with and into Brown County State Bank located in Mt. Sterling. The mergers of the
banks will be accounted for using a treatment similar to the pooling of interest method of accounting. The planned
consolidation should be completed before the end of 2006.

In January 2006, the Company’s Board of Directors approved a three-for-one stock split. The stock split is
subject to shareholder approval at the 2006 annual meeting. Share and per share data in the consolidated financial
statements and notes will be retroactively restated during 2006 for the stock split upon receiving shareholder
approval

NOTE 23: SUBSEQUENT EVENT — SALE OF NORTHSTAR

On March 17, 2006, NorthStar reached a definitive agreement to sell its outstanding capital stock (including the
Company’s 19.6% equity interest) to Enterprise Financial Services Corp. (“Enterprise”) of Clayton, Missouri in a
cash and stock transaction, subject to shareholder and regulatory approvals. The sale of the Company’s equity
interest is valued at approximately $6.6 million. The balance of the equity method investment and related unamortized
core deposit intangible totaled approximately $3.8 million as of December 31, 2005. This transaction is expected to
close the second or third quarter of 2006. The amount of the cash and value of Enterprise stock received in the
transaction in excess of the unamortized cost will be recorded as a gain in the quarter the transaction closes. It is
anticipated the Enterprise stock received will be recorded as a cost method investment of the Company.
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NOTE 24: CONDENSED FINANCIAL INFORMATION (PARENT COMPANY ONLY)

Presented below is condensed financial information as to financial position, results of operations and cash
flows of the Company:

Condensed Balance Sheets

December 31,

2005 2004
Assets
Cash. ..o e $ 487 § 324
Investment in common stock of subsidiaries ............ 90,838 84,002
Equity method investments in common stock .. ......... 7,105 4,760
Cost method investments in common stock. .. .......... 3,350 1,849
Core depositintangibles . ........... ... ... ... ... ... 2,360 1,203
Other . ... 1,946 1,877
Totalassets ...t e e $106,086 $ 94,015
Liabilities '
Long-termdebt.......... ... ... i $ 14245 $§ 8,033
Other . ..o e e e 353 —
Total liabilities. .. .. ... i i 14,598 8,033 .
Stockholders’ Equity ............ ... ... . ... ..., 91,488 85,982

Total liabilities and stockholders’ equity ............ $106,086 S 94,015
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Condensed Statements of Income

Years Ended December 31,

2005 2004 2003
Income
Dividends from subsidiaries. .. ......... i $ 7,150 $ 3,097 $ 6,191
Income on equity method investments. . .................. PR 182 187 —
Otherincome. . .. ..o ottt i i i et i 2 — —
Total income ... ..ot i e e e 7,334 3,284 6,191
Expenses
Loss on equity method investment. . ........................ov0.. — — 216
Ot her EXPENISES . o vttt ittt iie e i e 2,764 1,280 922
Total eXpenses. ... ..ot e e e 2,764 1,280 1,138
Income Before Income Tax and Equity in
Undistributed Income of Subsidiaries ........................... 4,570 2,004 5,053
Income Tax Bemefit. .. ... .. ... ... . i it iiiiiiannanins (953) (478) (421)
Income Before Equity in Undistributed Income of Subsidiaries. ... ... .. 5,523 2,482 5,474
Equity in Undistributed Income of Subsidiaries...................... 3,981 5,836 2,837
Iy B 11111 - $ 9,504 $8,318 $ 8,311
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Condensed Statements of Cash Flows

Years Ended December 31,

2005 2004 2003
Operating Activities
N ICOIIE 44 vt e s et rs st nrae et tnssrnssannerentnssnns $ 9,504 § 8318 § 8311
Items not requiring (providing) cash
(Income) loss on equity method investment. ................... (182) (187) 216
Amortization of core deposit intangibles . ................. ... 161 145 66
Equity in undistributed income of subsidiaries ................. (3,981) (5,836) (2,837)
Net change in
Other 88808 . . v vttt it i e e e (102) (167) 90
Other liabilities ... ...... ... .. . i i 353 — —
Net cash provided by operating activities. ..................... 5,753 2,273 5,846
Investing Activities
Cash paid for additional shares of Mid-America................... (4,668) (770) —
Purchase of equity method investments in common stock ........... (2,986) — (7,104)
Purchase of cost method investments in commonstock ............. (1,501) — (695)
Payments for investments and advances to subsidiaries ............. — — (2,600)
Net cash used in investing activities. . . . ......cooviunvennn... (9,155) (770) (10,399
Financing Activities
Proceeds from long-termdebt ............ ... . ... i, 10,310 — 6,033
Repayment of long-termdebt. . ......... ... .. ..o i (4,098) — —
Purchase of treasury Stock . . ..o vt i i it e e (836) — —
Dividendspaid ........ ... i i e e (1,757 (1,453) (1,375)
Dividends paid on minority shares ..................... ..., (54) — —
Net cash provided by (used in) financing activities . . ............ 3,565 (1,453) 4,658
NetChangeinCash ........ ... ... . .. i i, 163 S0 105
Cash at Beginningof Year.......... ... ... ittt i, 324 274 169
CashatEndof Year ....... ... ... .. i iiiiiiiinn.., § 487 § 324 § 274
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EXHIBIT 31.1

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Dan S. Dugar, President and Chief Executive Officer of the registrant, certify that:

1.
2.

Date: March 28, 2006

/s/ DAN S. DUGAN

Dan S. Ducan

Chairman, President and Chief
Executive Officer

I have reviewed this annual report on Form 10-K of Mercantile Bancorp, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(¢) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably iikely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.




EXHIBIT 31.2

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Michael P. McGrath, Vice President and Chief Financial Officer of the registrant, certify that:

L.
2.

I have reviewed this annual report on Form 10-K of Mercantile Bancorp, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and
have:

(a) . Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared,

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: March 28, 2006

/s/ MICHAEL P. McGRATH
MicHAEL P. McGratH
Vice President and Chief Financial Officer




EXHIBIT 32.1

Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the annual report of Mercantile Bancorp, Inc. (the “Company’) on Form 10-K for the period
ending December 31, 2004 as filed with the Securities and Exchange Commission on the date hereof (the “Report™),
I, Dan 8. Dugan, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

2.  The information contained in the report fairly presents, in all material respects, the financial condition
and operating results of the Company.

/s/ DAN S. DUGAN
Dan S. DucanN
Chairman, President and Chief
Executive Officer

March 28, 2006




EXHIBIT 32.2

Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the annual report of Mercantile Bancorp, Inc. (the “Company’) on Form 10-K for the period
ending December 31, 2004 as filed with the Securities and Exchange Commission on the date hereof (the “Report™),
I, Michael P. McGrath, Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and ‘

2.  The information contained in the report fairly presents, in all material respects, the financial condition
and operating results of the Company.

/s/ MICHAEL P. McGRATH
MicHAEL P. McGRATH
Vice President and Chief Financial Officer

March 28, 2006
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